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Not-for-Profit Organizations 
industry Developments— 2001
Economic and Industry Developments
What are the industry and economic conditions facing not-for-profit 
organizations in the current year?
Statement on Auditing Standards (SAS) No. 22, P lan n in g  a n d  
Supervision  (AICPA, Professional Standards, vol. 1, AU sec. 311), 
among other matters, points out some of the important consid­
erations that should be addressed in the planning phase of the 
audit. One of those considerations is the need for auditors to un­
derstand the economic conditions affecting the industry in 
which the client operates. Economic activity relating to such fac­
tors as interest rates, consumer confidence, overall economic ex­
pansion or contraction, inflation, and the labor market are likely 
to have an impact on the organization being audited. That im ­
pact may range from subtle to profound. From the auditor’s per­
spective the economic environment in which an organization 
operates may affect the consideration of matters that include an 
organization’s ability to continue as a going concern, financial 
statement fraud, accounting estimates, analytical procedures, 
and internal control.
Economic Picture Weak
The long period of sustained economic expansion in the United 
States appears to be stalled, as economic growth has come to a 
near standstill during the first quarter of 2001 and minimal signs 
of a recession have appeared on the horizon. Inflation and the un­
employment rate remain low. Surprisingly, household spending is 
higher than anticipated despite the sour economic news and re­
cent layoff announcements.
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The consumer confidence index continued to deteriorate during 
the first quarter of 2001. In February the index stood at 106.8, 
down from 115.7 in January. Consumer confidence has not been 
this low since 1996, when the index stood at 100.1. The sharp de­
cline in consumer confidence poses a threat to the U.S. economy.
The stock market has been suffering one of its most comprehen­
sive declines in years. Inclusive of almost every U.S. stock, the 
Wilshire 5000 index is down 9.5 percent since the beginning of 
2001. The National Association of Securities Dealers Automated 
Quotation (NASDAQ) composite, which stood above 5000 a 
year ago, plummeted below the 2000 mark. The NASDAQ has 
suffered its largest drop since the early 1970s. The Dow Jones In­
dustrial Average (DJIA) has tumbled 13 percent from its high, 
and has weathered its fifth worst point loss ever. Falling equity 
markets erase consumer wealth and depress consumer spending. 
Stock market losses also affect the giving patterns of contributors 
to not-for-profit organizations (NPOs).
Organizations are increasingly relying on major gifts and the abil­
ity to attract major gifts at a time when the stock market and 
economy are declining. The ability to attract appreciated prop­
erty at a time when property is not appreciating as in the past is 
also a major concern. Nonprofit organizations have accepted pre­
initial public offering (IPO) stock that is now worthless and have 
seen the value of stock gifts shrink. Auditors should carefully con­
sider the implications these declines in market values and giving 
have for not-for-profit organizations, including—
• How long-term promises to give and previously recorded 
annuity amounts might be affected.
• Going concern issues and the ability to deliver program ac­
tivities. (See further discussion in the “Audit and Attesta­
tion Issues and Developments” section of this Alert titled 
“Going Concern”.)
• Downturn in investment portfolios causing loss in finan­
cial statements affecting net asset balances and indirectly 
affecting financing ratios and loan default terms.
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• Organizations not being able to meet donor stipulations or 
conditional promises to give, thereby affecting classifica­
tions of balance sheet or temporarily restricted assets, re­
quiring auditors to consider reporting impairments of 
assets.
The irony for NPOs is that in economic downturns, the need for 
the services provided by NPOs goes up.
Weak Economy Affecting Fund-Raising
The economic uncertainty and the falling stock market have con­
tributed to a 10 to 20 percent decline in donations at numerous 
community trusts. Indeed for the year 2000 nationwide, the sen­
timent for giving declined 2.7 percent, with almost all of the de­
crease occurring during the last half of the year, as the 
performance of the stock market became a serious concern. Both 
the American Red Cross and the Salvation Army have reported 
substantial decreases in contributions. According to the C hron icle 
o f  Philanthropy, pledges of $1 million or more have decreased 14 
percent since August 2000. The pinch of the recent stock market 
drop-off is being felt by numerous NPOs. As the market for 
Internet-based, dot-com stocks evaporated, many NPOs saw con­
tributions evaporate as well. Moreover, in a survey of the nations 
largest foundations, published in the C hron icle o f  Ph ilan thropy, 
79 of 142 foundations said they anticipated their giving to re­
main consistent or drop in 2001, although giving by foundations 
in the year 2000 reached record levels. In lean economic times, 
foundation support is particularly vital to NPOs, since individual 
and corporate donations tend to plummet.
N otwithstanding the uncertain economic picture, plenty of 
NPOs are doing well. For example, the United Jewish Commu­
nities, the American Cancer Society, and the Fidelity Charitable 
Gifts Fund all reported healthy increases in fund-raising. In addi­
tion, a number of NPOs are team ing up or merging to gain 
greater efficiencies and increase fund-raising in response to the 
weak economic outlook.
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Keep in m ind that these statistics represent the economy as a 
whole. When using information such as this, you should under­
stand that there will be variations based on unique regional or in­
dustry circumstances. Also, those that do and do not prosper 
don’t necessarily prosper or lose in the manner that mirrors the 
movement of the overall economy. So remember, as always, to 
adopt an approach of professional skepticism when planning and 
performing your audit. Look “beyond the numbers” to gain a 
deeper understanding of the implications of economic events on 
the audits you perform.
Intense Competition Continues
Competition among NPOs continues to be intense, as the num­
ber of NPOs, already over one million in number, continues to 
grow each year. One NPO, for example, may have a significant 
increase in contributions as it benefits from a well-executed 
media campaign, while negatively affecting other organizations. 
Also, NPOs face increased competition from for-profit busi­
nesses. For example, governments that previously focused on 
NPOs as the recipients of social services contracts now outsource 
a greater part of their social service functions to for-profit busi­
nesses in areas such as welfare-to-work programs, foster care pro­
grams, juvenile corrections, and special education.
Internal Control Could Be Affected
In response to the weak economy and competitive pressures, 
some NPOs have sought greater efficiencies by implementing 
cost-cutting measures, such as reorganizing established structures 
by combining departments or eliminating functions, while at the 
same time continuing to need skilled personnel capable of imple­
menting and maintaining technological improvements and pos­
sessing a knowledge of the regulatory, tax, and unique accounting 
considerations for this industry. Auditors should consider the im­
pact of such changes on the NPO’s internal control. SAS No. 55, 
C onsideration o f  In tern a l C ontrol in  a F inan cia l S ta tem en t A udit, 
as amended by SAS No. 78 and SAS No. 94, The E ffect o f  In for­
m ation  T echnology on th e A uditor’s C onsideration o f  In terna l C ontrol
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in  a F in an cia l S ta tem en t A udit (AICPA, P ro fessiona l S tandards, 
vol. 1, AU sec. 319), outlines the auditor’s responsibilities with 
regard to considering a client’s internal control in planning and 
performing an audit.
Another big issue for NPOs is recruitment and retention of qual­
ified people. NPOs often cannot match the salaries offered in the 
for-profit environment and, as a result, suffer from high turnover. 
The other changing dynamic is the nature of volunteers. Volun­
teers are no longer signing up for long periods of time but rather 
for a specific activity or event. Auditors should be aware of the 
impacts on internal controls caused by rapid turnover and the in­
creasing use of volunteer staff.
Internet and Not-for-Profit Organizations
Declining costs of using the Internet and computer hardware to­
gether with increased donations from computer companies made 
the World Wide Web (the Web) more accessible to nonprofit or­
ganizations of all sizes. Even though NPOs still lag far behind the 
corporate world in their use of technology and the Internet, more 
and more nonprofit organizations are beginning to appreciate the 
potential benefits of using the Web and are making every effort to 
take advantage of this relatively new tool in their everyday opera­
tions. The Internet opens up a number of new opportunities for 
nonprofits while at the same time changing some of their tradi­
tional roles.
Nonprofits are discovering more and more innovative ways to use 
the Web. For example, a recent survey conducted by the Pew In­
ternet & American Life Project revealed that religious congrega­
tions are increasingly using the Internet to publicize and conduct 
worship services, teach, recruit members, raise money, and han­
dle a number of other tasks. The Internet helps nonprofits ac­
complish all of those tasks more efficiently, thus slashing 
expenses. As a result, nonprofits can spend more money on pro­
grams and fund-raising instead of administrative functions.
Another innovative way nonprofits are using the Internet is to ex­
pand the reach of their programs. Small and mid-sized organizations
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may especially benefit from the use of their Web sites to convey 
their message to a large number of people without spending heav­
ily on advertising.
The Internet helps to promote and build volunteerism by sup­
porting Web sites that match volunteers with charitable organiza­
tions. In a d d it io n , i t  makes volunteering more flexible by 
allowing people to complete some of their tasks via the Internet, 
turning them into “virtual volunteers.”
NPOs are also using the Web to communicate with their sup­
porters and each other, sell products, and disseminate informa­
tion, including financial information, about the organization.
In this Alert we focus on online fund-raising since it has the most 
direct impact on the audit process. See the “Auditing Nonprofit 
Organizations Engaged in Online Philanthropy” section of this 
Alert for a discussion of how online giving affects the audit.
Regulatory and Legislative Developments
Auditors of NPOs may need to monitor changes in government 
regulations for various reasons. For example, they may be re­
quired to comply with government auditing standards, as speci­
fied in the G overnm en t A uditing Standards (also referred to as the 
“Yellow Book”) .1 In addition, auditors may be required to per­
form a “single audit” and comply with applicable rules. A single 
audit is an audit of an entity’s federal financial assistance, as re­
quired by the Single Audit Act Amendments of 1996 (the Act), 
and Office of Management and Budget (OMB) Circular A -133, 
Audits o f  States, L ocal Governments, a n d  N on-P rofit O rganizations 
(Circular A -133).2 NPOs may also be affected by other federal, 
state, and local laws, such as laws regulating the registration of 
NPOs and tax laws.
1. Although government auditing standards primarily apply to federal financial assis­
tance, some states have adopted government auditing standards.
2. Instead o f a single audit, under certain circumstances, program-specific audits may 
be conducted.
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Single Audit Guidance Update
What updates to single audit guidance should auditors be aware of?
2001 Compliance Supplement Issued
OMB Circular A -133 C om plian ce S upp lem en t (the Supplement) 
is based on the requirements of the Act and C ircular A -133, 
which provide for the issuance of a compliance supplement to as­
sist auditors in planning and performing the required audits. The 
Supplement identifies existing compliance requirements that the 
federal government expects to be considered as part of an audit in 
accordance with the Act and Circular A -133.
Keeping its commitment to update the Supplement on a regular 
basis and to continue to expand the number of programs it in­
cludes, the OMB has issued its March 2001 Supplement. For the 
156 federal programs in the 2001 Supplement, information is in­
cluded to help you understand the programs’ objectives, proce­
dures, and compliance requirements. Part 7 of the Supplement, 
“Guidance for Auditing Programs Not Included in This Compli­
ance Supplement,” provides guidance to help you determine rele­
vant compliance requirements, audit objectives, and suggested 
audit procedures for programs not included in the Supplement. 
The 2001 Supplement adds sixteen federal programs (some of 
which result in new or add to existing program clusters) and up­
dates and revises the information on numerous previously in­
cluded programs and program clusters. The 2001 Supplement is 
effective for audits of fiscal years beginning after June 30, 2000.
Appendix V of the Supplement lists changes from the 2000 Supple­
ment. Among the more significant changes, the 2001 Supplement—
• Adds generic audit objectives and suggested audit proce­
dures for internal control for each of the fourteen types of 
compliance requirements in part 3, “Compliance Require­
ments.” This change is to alert the auditor to the Circular 
A -133 requirements for testing internal control, respond­
ing to findings by inspectors general in quality control re­
views that many auditors have not properly documented
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the required testing of internal control. (See also the sec­
tions titled “Circular A -133 Audit Reviews” and “Circular 
A -133 Audit Internal Control Refresher” later in this sec­
tion of the Alert.) Changes were made elsewhere in the 
2001 Supplement to refer to this new material.
• In part 3, updates the “allowable costs/cost principles” 
compliance requirement for facilities and administrative 
rate proposals based on the change to OMB Circular A -21, 
Cost P rin cip les f o r  E duca tiona l In stitu tion s, as discussed in 
“OMB Cost and Grants Administration C irculars,” the 
next section of this Audit Risk Alert. Part 3 also clarifies 
the reference to state policies and nonfederal funds in the 
“procurement and suspension and debarment” compliance 
requirement.
• In parts 4 and 5, revises the program requirements for 
many existing programs for the effect of new laws and reg­
ulations or for other reasons. Substantial revisions are 
made to the program requirements for many Catalog of 
Federal Domestic Assistance (CFDA) programs, among 
them programs 14.855, “Section 8 Rental Voucher Pro­
gram,” and 14.857, “Section 8 Rental Certificate Program” 
(previously the “Section 8 Tenant-Based Cluster” but now 
combined into program 14.871, “Section 8 Housing 
Choice Voucher”), and program 93.558, “Temporary As­
sistance for Needy Families” (TANF).
• Updates appendix I, “Federal Programs Excluded From the 
A -102 Common Rule,” to remove U.S. Department of 
Agriculture entitlement programs, which are now subject 
to that common rule as discussed in the “OMB Cost and 
Grants Adm inistration C irculars” section of this Audit 
Risk Alert.
Section .525(c)(2) of Circular A-133 permits federal agencies, 
with the concurrence of OMB, to identify federal programs that 
are higher risk. OMB provides this identification in appendix IV 
of the Supplement. The only program for which such a higher
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risk designation has been made continues to be the U.S. Depart­
ment of Health and Human Service’s Medicaid Cluster.
Help Desk—You may purchase the 2001 Supplement from 
the Government Printing Office or download a free electronic 
copy from the OMB Web site at http://www.whitehouse.gov/ 
OMB/grants. (See “References for Additional Guidance” at 
the end of this Audit Risk Alert.)
Data Collection Form Revision and Electronic Submissions
The Federal Audit Clearinghouse (FAC) collects information 
about Circular A -133 audits on a data collection form for entry 
into a database it maintains on its Web site. The OMB recently 
issued a revised form and accompanying instructions to report 
the results of Circular A -133 audits for audit periods ending on 
or after January 1, 2001. The OMB revised the form’s part I, 
“General Information,” which the auditee completes, and part 
III, “Federal Programs,” which the auditor completes, to address 
many of the persistent problems that have caused rejections of 
submitted forms and to provide better information to the FAC 
and other federal agencies. Audits covering fiscal period end dates 
before January 1, 2001, should continue to use the previous ver­
sion of the data collection form dated August 1997.
Help Desk—You can complete and submit the new data collec­
tion form electronically at the FAC Web site at http://harvester. 
census.gov/sac as discussed later in this section. The data col­
lection forms and related instructions also are available in 
portable document format (PDF) at the FAC Web site. You 
can obtain printed copies from the FAC by calling (888) 222- 
9907. When ordering printed copies by phone, note that the 
form number is SF-SAC and that you will need to indicate 
whether you need the new or previous form. You and the enti­
ties you audit are not permitted to create your own version of 
the forms.
Following are the revisions made in the data collection form.
• M u ltip le  em p lo y e r  id en t i f i ca t io n  n um b ers (EINs) (p a r t I, 
item  5(c), o f  th e n ew  fo rm ). The OMB added this item to 
require the auditee to complete an additional page (page 4)
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to provide the multiple EINs covered in the report, if  any. 
Previously, auditees indicated on the form whether they 
had multiple EINs, but they did not have to provide a list­
ing of the additional EINs.
• C ogn izan t a n d  ov ers igh t a g en cies  f o r  a u d it  (pa rt I, item s 8 
a n d  9, o f  th e n ew  fo rm ) .  The OMB simplified the ques­
tions relating to identifying a cognizant or oversight 
agency for audit. The form now only requires auditees 
with more than $25 million in federal awards to identify 
their cognizant agencies. The OMB no longer asks audi­
tees to identify the oversight agency for audit; the FAC will 
determine the oversight agency for audit from other infor­
mation provided on the form.
• O ther en tities (part III, item  2, o f  th e n ew  fo rm ). The OMB 
added a question to ask if  the auditor’s report includes a 
statement that the auditees financial statements include 
departments, agencies, or other entities that had a separate 
Circular A -133 audit that is not included in the auditees 
Circular A -133 audit, as required by AICPA Statement of 
Position (SOP) 98-3, Audits o f  States, L ocal G overnments, 
a n d  N ot-for-P rofit O rganizations R ece iv in g  F edera l Awards, 
paragraph 10.54.
• Reportable cond itions a n d  m ateria l weaknesses (part III, item s 
5  a n d  6, o f  th e n ew  fo rm )  a n d  question ed  costs (part III, item  7, 
o f  th e n ew  fo rm ). The OMB added three questions to ask if  
there were any reportable conditions, material weaknesses, 
or known questioned costs reported in the Circular A -133 
audit. By asking these questions once for all programs, the 
OMB was able to delete the items on the previous form that 
required that information for each federal program.
• A udit f in d in g s  (p a r t III, item  8, o f  th e  n ew  fo rm ) .  The 
OMB added a question to ask whether a summary sched­
ule of prior audit findings was prepared. This replaced the 
question on the previous form that asked whether any 
audit findings were required to be reported under section 
510(a) of Circular A-133.
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• N um ber o f  reports to su b m it (p a r t III, item  9, o f  th e  n ew  
fo rm ) .  W ith  the previous form, there was confusion in 
completing the item that asked which federal agencies 
were required to receive the reporting package. The OMB 
clarified this issue in the new form by asking the auditor to 
indicate which federal agencies have current-year audit 
findings related to direct funding or prior audit findings 
(shown in the summary schedule of prior audit findings) 
related to direct funding. In addition, item 9 asks the audi­
tor to indicate the total number of reporting packages to 
be submitted. The OMB now requires that auditees pro­
vide a copy of their reporting package to the cognizant 
agency for audit if  it is not otherwise receiving one because 
of current- or prior-year audit findings related to direct 
funding.
• Federa l awards ex pended  (part III, item  10, o f  th e n ew  fo rm ). 
The OMB made several changes to the form’s listing of 
federal awards expended (previously part III, item 6). The 
CFDA column now requires the auditor to break out the 
two-digit federal agency prefix and the three-digit CFDA 
program extension number into two fields. The prefixes 
are included in appendix I of the form’s instructions and, 
in most cases, are the first two digits in the CFDA number. 
The OMB added items to the form for the auditor to indi­
cate whether the awards are part of the research and devel­
opment cluster and whether the awards are received 
directly from federal entities or indirectly from pass­
through entities. Further, as discussed earlier, the OMB 
deleted the columns for the amount of questioned costs 
and internal control findings. The OMB made corre­
sponding changes in the instructions for the data collec­
tion form. The instructions now include various examples 
to help auditees and auditors properly answer some of the 
new and complicated questions. The new instructions also 
encourage the online submission of the form, as discussed 
next.
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Internet Data Entry System
As we reported in last year’s Audit Risk Alert, the FAC now per­
mits online submissions of the data collection form on its Web 
site in a system called the Internet data entry system (IDES). The 
FAC wants auditors and auditees to increase their use of IDES. 
The FAC has received only about ten percent of fiscal year 2000 
data collection forms through IDES.
IDES allows you and your auditees to complete your portions of 
the data collection form online directly into the system, and to 
benefit from online edits on the data entered in most items before 
submitting the form. In fact, IDES does not permit the form to 
be submitted online if  there are unresolved edit failures. A l­
though the form is submitted electronically through this process, 
it still needs to be printed, signed, and dated by the auditee and 
auditor, and mailed to the FAC with the appropriate number of 
audit reporting packages. Because the IDES benefits both the 
preparers of the data collection form and the federal government, 
OMB strongly encourages its use.
Early in 2001, the FAC made changes to the IDES so that it will 
accept data from the data collection forms of all nonfederal enti­
ties. Previously, the online form could accept a maximum of forty 
programs or contracts in the form’s listing of federal awards ex­
pended. The number of program lines that can be entered is now 
unlimited if you upload the data to the system from a spreadsheet 
file. The IDES accepts online submissions using both the new 
and the previous forms, depending on the audit period for which 
the results of the Circular A -133 are being reported. You can also 
upload a large number of EINs, which are required on the new 
form, to the system from a spreadsheet file.
Reports filed using the IDES have experienced a rejection rate of 
less than six percent as compared to a rejection rate of over twenty 
percent in non-IDES submission. The largest cause of errors in 
IDES submission is failure to include all the parts of the report­
ing package with the data collection form. Other rejections of 
IDES submission result from not signing or dating the form, list­
ing multiple CFDA programs on one line, entering a program
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name as “none,” and printing the form in draft mode or using 
“print screen,” which cuts off part of the fields, instead of follow­
ing the print/submit instructions.
Federal Grant Streamlining Program
What is the Federal Grant Streamlining Program?
The Federal Grant Streamlining Program (FGSP) is the force un­
derlying many current and potential future changes in single 
audit processes. The program is the result of the Federal Financial 
Assistance Management Improvement Act of 1999 (Public Law 
106-107), which requires each federal agency to develop and im­
plement a plan to streamline and simplify the application, ad­
m inistrative, and reporting procedures for federal financial 
assistance programs. The Act also requires the agencies to consult 
with representatives of nonfederal entities while developing and 
implementing their plans.
Each federal agency is required to develop an initial action plan 
to implement the Act by M ay 20, 2001. Early this year, twenty- 
three federal agencies— through the efforts of the Committee— 
jointly published a request for comment on a draft action plan in 
the January 17, 2001, F edera l R egister at 66 FR 4584. The pro­
posed action plan described the Committee's structure, goals, and 
accomplishments expected through M ay 2001 and how the 
Committee will be used to provide an ongoing, coordinated in­
teragency effort to implement the Act.
Help Desk—You can access ongoing information about the 
progress of the FGSP on the U.S. Chief Financial Officers 
Council’s Web site at http://financenet.gov/financenet/fed/ 
cfo/grants/grants.htm.
Circular A -133 Audit Reviews
What are the results of recent reviews of the quality of Circular A-133 
audits?
It has been several years since the major overhaul to single audit 
rules. To obtain more information about the Circular A-133 audits
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of the grants they administer, many federal Offices of Inspectors 
General (OIGs) and state-level agencies with oversight responsi­
bilities for Circular A -133 audits are increasing their scrutiny of 
completed audits through desk reviews, quality control reviews, 
and other types of examinations.
Help Desk—Among the tools that OIGs use to perform desk 
reviews and quality control reviews are two checklists from the 
President’s Council on Integrity and Efficiency (PCIE)—the 
Uniform Guide fo r  Initial Review o f  A-133 Audit Reports and 
the Uniform Quality Control Review Guide f o r  A-133 Audits. 
Copies of those guides are available on the Internet at http:// 
www.ignet.gov/pande/audit/psingle.html. Before completing 
your Circular A-133 audits, consider reviewing the guides to 
gain an understanding of what the IGs will be looking for in 
their reviews. Taking this step will help ensure that your en­
gagements meet the criteria identified.
In last year’s Audit Risk Alert, we discussed various areas of C ir­
cular A-133 audits that appeared to need improvement. This 
year, we have two formal reports, as well as continued informal 
feedback, to discuss. Notable among the problem areas identified 
in the feedback over the past two years are sample sizes that ap­
pear too small, a lack of required documentation, and a failure to 
perform (or perhaps to document) required internal control and 
compliance work, although various other problem areas are evi­
dent. You should consider reviewing your own Circular A-133 
audits to see whether they might include these kinds of issues. 
(See also “Circular A-133 Audit Internal Control Refresher” later 
in this section and “Common Engagement Deficiencies” in a 
later section in this Audit Risk Alert.)
HHS OIG R ev iew  o f  FAC D atabase. The FAC database of data 
collection forms allows federal agencies to easily identify possible 
errors in Circular A-133 audits for audit quality follow-up and 
possible referral for substandard work. The OIG of the U.S. De­
partment of Health and Human Services (HHS) recently in ­
formed the AICPA and other audit organizations of the results of 
a review it performed on that database. The OIG reviewed the 
1997, 1998, and 1999 submissions of certain targeted local gov­
ernments, as well as a random sample of all nonfederal agencies
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(including not-for-profit organizations) receiving direct funding 
from HHS, to identify potentially substandard audits. The fol­
lowing includes some of the problem areas the OIG identified.
• Circular A -133 requires a type A program to be audited as 
a major program unless it qualifies as a low-risk program. 
Section .520(c) of the Circular states that, for a type A pro­
gram to be considered low risk it must, among other crite­
ria, have been audited as a major program in at least one of 
the two most recent audit periods. A significant number of 
type A programs that did not qualify as low-risk programs 
in 1999 because they had not been audited as major in 
1997 or 1998 were not audited as major programs in 
1999. Every type A program that was not audited in one of 
the prior two years is required to be audited as a major 
program in the current year. If a type A program is new to 
an entity in the current year (for example, because the en­
tity did not previously participate in the program or be­
cause it is a new federal program), it must be audited as a 
major program in the current year because it was not au­
dited in one of the prior two years. If a program that previ­
ously was a low-risk type B program is a type A program in 
the current year (for example, because the funding level in­
creased), and the program was not audited as a major pro­
gram in one of the two prior years, it must be audited as a 
major program in the current year.
• There were a significant number of errors in identifying 
programs as part of a program cluster. Certain federal pro­
grams with different CFDA numbers are defined as a clus­
ter of programs in part V  of the C om plian ce S upp lem en t 
because they are closely related programs and share com­
mon compliance requirements. Circular A -133 requires a 
cluster of programs to be considered one program (sepa­
rately identified from the individual programs in the clus­
ter) for purposes of determining major programs.
• Finally, there were significant errors in the audits’ compli­
ance with Circular A-133’s percentage-of-coverage require­
ment. Circular A -133, section .520(f), requires an auditor
15
to audit as major programs enough federal programs so 
that federal awards expended, in the aggregate, encompass 
at least 50 percent of total federal awards expended. If the 
auditee meets the criteria in Circular A -133, section .530, 
for a low-risk auditee, the auditor need only audit as major 
programs federal programs with federal awards expended 
that, in the aggregate, encompass at least 25 percent of 
total federal awards expended.
The HHS OIG plans to further investigate its findings by review­
ing individual reporting packages, discussing apparent deficiencies 
with the auditors, and, when appropriate, referring the audits for 
consideration to state boards of accountancy and the AICPA. It 
also plans to expand its review activities to examine the submis­
sions of other nonfederal agencies receiving HHS funding.
C om m er c e  O IG  R ev i ew  o f  FAC D a taba se . In Ju ly  2000, the 
OIG of the U.S. Department of Commerce issued an agreed- 
upon procedures report on its evaluation of the FAC database, 
the results of which indicate that the information in the database 
is generally reliable. However, the OIG found significant errors in 
the following:
• Auditees indicated on the data collection form a cognizant 
agency when they had $25 million or less in federal awards 
expended, or an oversight agency for audit when they had 
more than $25 million in federal awards expended.
• Auditors identified on the data collection form federal 
agencies to receive the reporting package when there were 
no current-year findings related to funding provided d i­
re ctly  by the federal agency or prior-year findings in the 
summary schedule of prior audit findings related to fund­
ing provided d irectly  by the federal agency.
• Auditors indicated data elements in the summary of the 
auditor’s results in the schedule of findings and questioned 
costs that were inconsistent with information in the audi­
tor’s reports or data collection form. Incorrect data ele­
ments in the summary of the auditor’s results included the 
types of audit reports on the financial statements and on
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major program compliance (that is, unqualified, qualified, 
adverse, or disclaimer of opinion); the presence of re­
portable conditions, material weaknesses, or material non- 
compliance; the dollar threshold to distinguish between 
type A and type B programs; and whether the auditee qual­
ified as a low-risk auditee.
The errors described in the first two bullets should be alleviated 
or eliminated by changes in the data collection form as discussed 
at “Data Collection Form Revision and Electronic Submissions” 
earlier in this section of this Audit Risk Alert. Concerning the er­
rors described in the last bullet, auditors should carefully review 
the summary of the auditor's results before submission to make 
sure that its data is consistent with information in the auditor’s 
reports and data collection form.
Help Desk—You can obtain the OIG’s agreed-upon procedures 
report, titled Agreed- Upon Procedures and  Results Assessment o f  
Federal Audit Clearinghouse Database Fiscal Year 1998 Audit Re­
ports, on the Internet at http://www.oig.doc.gov/reports.
I n fo rm a l F eedback . In last year’s Audit Risk Alert we reported 
that several OIGs believed the areas listed in the following bul­
lets, among others, needed improvement. (See last year’s Audit 
Risk Alert for details about these areas and discussion of addi­
tional areas.) Informal feedback from OIGs as well as from state- 
level oversight agencies indicates that many of these continue to 
be problem areas.
• Working papers do not include adequate documentation 
of the auditor’s reasons for concluding that a type B pro­
gram is low-risk, the basis for audit procedures performed 
on internal control over compliance and how those proce­
dures relate to a low assessed level of control risk, which 
audit tests are tests of internal control versus tests of com­
pliance, and the required follow-up on prior-year findings.
• Federal programs are identified as type A and B based on 
budgeted or appropriated expenditure amounts instead of 
actual expenditures as required by Circular A -133.
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• Testing is performed on internal control over financial re­
porting, but not on internal control over compliance for 
federal programs.
• The tests performed by the auditor do not appear to be re­
lated to the applicable audit objectives identified in the Com­
p l ia n c e  Supp lem ent. (This year, we were told that some 
auditors are still testing compliance requirements that existed 
before Circular A-133 was revised, rather than the fourteen 
types of compliance requirements provided in the Compli­
a n ce  Supplem ent. We also were told about the inadequate 
testing of allocability of employee costs among programs. 
When employees split their time between or among pro­
grams, the auditor should consider testing that those costs 
were allocated to major programs based on benefits received, 
in accordance with the OMB cost principles circulars.)
• The working papers do not include documentation of the 
sampling plan and methodology, the basis for sample size, 
rationale for item selection, analysis of exceptions, or con­
clusions. (This year, we continued to hear reviewers com­
ment on inadequate sample sizes for compliance tests, 
especially where there has been no testing of internal con­
trol over compliance.)
• Auditors are including reportable audit findings in the 
management letter instead of in the schedule of findings 
and questioned costs.
Orange Book
What is the status of the federal government’s update of the Orange 
Book?
The President’s Council on Integrity and Efficiency (PCIE) ex­
pects to issue a revision of F edera l C ognizant A gency A udit O rga­
n iza tion  G uidelin es, also known as the “Orange Book,” in late 
2001. The Orange Book, originally issued in 1983, sets forth the 
responsibilities of the cognizant agencies for audit, addressing 
such areas as technical advice and liaison, desk reviews of audit 
reports, reviews of audit organizations and their work, dealing
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with deficiencies noted during reviews, and processing audit re­
ports. The revision will consider, among other things, the effects 
of the Single Audit Act Amendments of 1996 and Circular A- 
133. The revision also is expected to provide guidance to over­
sight agencies for audit as well as to the cognizant agencies.
Help Desk—When issued, the Orange Book should be avail­
able on the IGnet, the Inspectors General Web site, at http:// 
www.ignet.gov. You should consider reviewing the Orange 
Book to gain an understanding of IG processes and how they 
could affect your engagements.
AICPA Single Audit Guidance
Has the AICPA released any new or updated single audit guidance?
The AICPA has recently issued a new edition of its nonauthorita­
tive Circular A -133 Practice Aid, A uditin g R ecip ien ts o f  F edera l 
A wards: P ra ctica l G u idan ce f o r  A pplying OMB C ircu la r A -133, 
Audits of States, Local Governments, and Non-Profit Organiza­
tions. The Practice Aid includes comprehensive analyses of, as 
well as the latest guidance on, applying Circular A -133. It also in­
cludes reference materials, audit checklists, illustrative examples, 
and a case study that will help auditors perform audits that com­
ply with regulations.
Help Desk—To order the new edition of the Practice Aid 
(Product No. 006607kk), contact the AICPA Order Depart­
ment at (888) 777-7077.
Frequently Asked Questions About Audit Follow-Up
We also have updated the AICPA’s unofficial frequently asked 
questions regarding Circular A -133 for an inquiry received fre­
quently in the past year relating to audit follow-up.
Is the auditor responsible for following up on prior-year Circu­
lar A-133 findings if in the current year the auditee expends 
less than $300,000 in federal awards and is not subject to a 
Circular A-133 audit?
19
The answer to this question is “no,” the auditor has no audit 
follow-up responsibility under Circular A -133 if  the auditee is 
not subject to a Circular A -133 audit in the current year. How­
ever, if  the current-year audit is being performed under G overn­
m en t A ud itin g Standards, the auditor would still be required to 
perform follow-up as required by paragraphs 4.7 through 4.11 of 
G overnm en t A ud itin g Standards. Those paragraphs include a re­
quirement that the auditor follow up on known material findings 
and recommendations from previous audits that could affect the 
financial statement audit and report the status of uncorrected 
material findings and recommendations from prior audits that af­
fect the financial statement audit.
Help Desk—The document of unofficial frequently asked 
questions and answers regarding Circular A-133 is on the 
AICPA Web site at www.aicpa.org/belt/a133main.htm. In ad­
dition to that Q&A document, that site has the illustrative au­
ditor’s reports, schedule of expenditures of federal awards, and 
schedule of findings and questioned costs from the appendixes 
of Statement of Position (SOP) 98-3, Audits o f  States, Local 
Governments, and  Not-for-Profit Organizations R eceiving Fed­
eral Awards.
Circular A -133 Audit Internal Control Refresher
What are the requirements of Circular A-133 relating to internal control?
As discussed just above as well as elsewhere in this Audit Risk 
Alert, various organizations that monitor the quality of Circular 
A-133 audits are identifying problem areas that include the C ir­
cular’s internal control requirements. To complement that discus­
sion, we present this “refresher” on certain of the internal control 
requirements of C ircular A -133. Auditors also should refer to 
C ircular A -133, the C om p lian ce S upp lem en t, the GAO’s 1994 
G overnm en t A uditing Standards, as amended (also known as the 
“Yellow Book”), and chapter 8 of SOP 98-3 for the underlying 
requirements. (You also may want to consider referring to those 
sources to refresh your memory about the C ircular A -133 re­
quirements concerning applying materiality, selecting major pro­
grams, compliance testing, and reporting.)
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C ircu la r  A -133 I n t e r n a l C on tro l R equ irem en ts . In addition to 
the consideration of internal control over financial reporting re­
quired by generally accepted auditing standards (GAAS) and the 
Yellow Book, Circular A -133 requires auditors to perform proce­
dures to obtain an understanding of internal control pertaining 
to the compliance requirements for federal programs. That un­
derstanding has to be sufficient to plan the audit to support a low 
assessed level of control risk for major programs. Procedures to 
obtain an understanding only have to be applied to the applicable 
compliance requirements, from among the fourteen types of 
compliance requirements provided in the C om p lian ce S upp le­
m en t , that is, those that could have a direct and material effect on 
the major programs. Further, Circular A -133 requires auditors to 
plan and perform tests of internal control over compliance to 
evaluate the effectiveness of controls unless the internal control is 
likely to be ineffective in preventing or detecting noncompliance 
with those requirements.
If the auditor determines that internal control is likely to be inef­
fective in preventing or detecting noncompliance, Circular A- 
133 requires the auditor to (1) assess control risk at maximum, 
(2) consider the effect of the ineffective control on the extent of 
substantive compliance testing, and (3) report a reportable condi­
tion or material weakness as an audit finding.3
In performing tests of internal control over compliance, the evi­
dential matter that would be sufficient to support a low assessed 
level of control risk is a matter of professional judgment. In eval­
uating the results of tests of controls, the auditor may find that 
the controls do not support a low assessed level of control risk. In 
this situation, the auditor is not required to expand testing of in­
ternal control over compliance; he or she may choose to assess
3. For the purpose of reporting internal control audit findings in accordance with Office 
of Management and Budget (OMB) Circular A -133, Audits o f  States, Local Govern­
ments, and Non-Profit Organizations (Circular A -133), reportable conditions and ma­
terial weaknesses are evaluated at a level lower than the major program level-they are 
evaluated in relation to a type of compliance requirement for a major program or an 
audit objective identified in the Compliance Supplement. Also, reportable conditions 
may individually or cumulatively be material weaknesses, whether for purposes of re­
porting internal control over compliance or internal control over financial reporting.
21
control risk at other than low, design the extent of compliance 
testing accordingly, and consider the need to report an audit find­
ing. On the other hand, the auditor may decide to expand the 
testing of internal control over compliance if  he or she believes 
that expanded internal control testing would support a reduced 
assessed level of control risk and be more efficient than additional 
tests of compliance.
L evel o f  I n te r n a l C on tro l C on sid era tion . In applying the provi­
sions of Circular A-133, ineffective internal control relates to in­
dividual compliance requirements for each major program. For 
example, controls over eligibility requirements may be ineffective 
because access to participant eligibility records is not limited to 
appropriate persons and there is no review or reperformance of 
eligibility determinations. The entity may nonetheless have suffi­
cient controls over allowable costs. In this case, the auditor would 
be required to plan and perform tests of controls over allowable 
costs and to report a reportable condition for the lack of control 
related to eligibility (including whether such condition is a mate­
rial weakness) as part of the audit findings and in the auditor’s re­
port on internal control over compliance. The auditor in this 
example also would be required to assess the extent of procedures 
designed to test compliance with eligibility requirements. In most 
cases, the extent of that testing would need to be expanded.
Because reportable conditions and material weaknesses for the 
purpose of reporting audit findings in accordance with Circular 
A-133 are in relation to a type of compliance requirement for a 
major program or an audit objective identified in the C om pliance 
Supp lem en t, the auditor may not be required to report an audit 
finding if a control that is likely to be ineffective is not material at 
either of those levels. For example, for the program income type 
of compliance requirement, auditees must comply with require­
ments that specify the use of income that is directly generated by 
a program during the grant period. The audit objective identified 
in the C om plian ce Supp lem en t is to determine whether program 
income is correctly recorded and used in accordance w ith the 
program requirements, the Circular A -102 Common Rule, and 
Circular A -110, as applicable.
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Suppose an auditor assesses the control risk for an auditees inter­
nal control over program income at the auditees headquarters lo­
cation as low, but finds that the internal control over program 
income at a satellite location is likely to be ineffective. However, 
the extent of program activities conducted at the satellite loca­
tion, including those that generate program income, are not ma­
terial to the program. In this situation, the auditor could 
conclude that the lack of control over program income require­
ments at the satellite location does not constitute a reportable 
condition for the purpose of reporting an audit finding.
A u d ito r  R esp on s ib ili ty  f o r  N on -M a jo r P ro gram s. The auditor 
has no responsibility under Circular A -133 to obtain an under­
standing of internal control or to plan or perform any tests of 
controls over federal programs that are not determined to be 
major, except as may be necessary to follow up on prior audit 
findings as required under Circular A -133, section .500(e).
D ocu m en ta tion . The auditor should thoroughly document his 
or her work in assessing control risk and in testing internal con­
trol. The auditor should note that G overnm en t A ud itin g S tan­
dards, paragraph 4.37, requires the working papers to contain 
documentation of the work performed to support significant 
conclusions and judgments, including descriptions of transac­
tions and records examined that would enable an experienced au­
ditor to examine the same transactions and records.
Help Desk—You may have been performing Circular A-133 
audits for several years, and may not be aware that you have de­
veloped audit processes and procedures that are not fully in ac­
cordance with the Circular and SOP 98-3. Taking (or retaking) 
a training session on Circular A-133 audit requirements may be 
an efficient and effective way for you to identify areas in which 
you need to improve your audits. The AICPA offers group- 
study and self-study continuing professional education courses 
on Circular A-133 audits. See the section “Nonauthoritative 
AICPA Audit and Accounting Products and Services” at the 
end of this Audit Risk Alert for more information on those 
courses. You also may want to consider consulting the AICPA’s 
Circular A-133 Practice Aid for practical guidance (as discussed
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in the section titled “AICPA Single Audit Guidance” earlier in 
this section of this Audit Risk Alert).
OMB Cost and Grants Administration Circulars
Are there any recent or upcoming changes concerning the OMB’s cost 
and grants administration circulars?
Circular A -21
If you audit a college or university, you should be aware that the 
OMB amended Circular A -21, Cost P rin cip les f o r  E ducational In ­
stitu tions (published in the August 8, 2000, Federa l R egister at 65 
FR 48565), to require that many colleges and universities submit 
their facilities and administrative (F&A) rate proposals in a stan­
dard format on or after July 1, 2001. The standard format does 
not apply to institutions that use the simplified method for calcu­
lating F&A rates as described in section H of Circular A-21. Also, 
a cognizant agency for indirect cost rate negotiation is able to 
grant individual institutions exceptions from the standard format 
requirement.
The standard format for F&A rate proposals, which is appendix C 
of Circular A-21, includes two parts: (1) a schedule of summary 
data on the institution’s F&A cost pools and their allocations as 
well as the proposed F&A rates; and (2) a listing of supporting 
documents to be submitted with the proposal. The OMB believes 
that the standard format will help institutions to more efficiently 
complete the indirect cost rate proposals, allow federal cognizant 
agencies to review those proposals on a more consistent basis, and 
help the federal government to collect important data regarding 
F&A costs and rates at educational institutions.
Help Desk—A recompilation of the entire Circular A-21 with 
all its amendments, including this amendment, is available on 
the OMB Web site at www.whitehouse.gov/omb/grants. Also 
available on that site is the OMB's Circular A-21 memorandum 
discussed below.
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Voluntary Uncommitted Cost Sharing and Tuition 
Reimbursed Costs
In January 2001, the OMB issued a two-part memorandum ti­
tled “Clarification of OMB A-21 Treatment of Voluntary Un­
committed Cost Sharing and Tuition Reimbursement Costs” to 
address certain complex issues relating to Circular A -21. The first 
part of the memorandum concerns voluntary uncommitted cost 
sharing effort, which it defines as university faculty (including se­
nior researchers) effort that is over and above that which is com­
mitted and budgeted for in a sponsored agreement. The second 
part of the memorandum concerns how to handle tuition remis­
sion costs for graduate students who are engaged in federally sup­
ported research projects.
Circulars A-102 and A-1 10 Uniform Administrative Requirements
The U.S. Department of Agriculture (USDA) issued regulations 
in the August 14, 2000, Federa l R egister at 65 FR 49474 to apply 
to its entitlement programs the uniform administrative require­
ments of Circular A -102, Grants a n d  C ooperative A greem ents w ith  
State a n d  Local G overnm ents (also known as the “common rule”), 
and C ircular A -110, U niform  A dm in istra tiv e R equ irem en ts f o r  
Grants a n d  A greem ents With Institu tions o f  H igher Education, Hos­
p ita ls, a n d  O ther N on-P rofit O rganizations. USDA will incorpo­
rate the provisions of the rule into awards made after the start of 
the federal entitlement program year after the rule’s August 14, 
2000, effective date.
The change affects all grantees that administer USDA entitle­
ment programs, such as child nutrition and the food stamps pro­
gram. (The specific programs affected are listed in the 
regulation.) However, there are some exceptions to applying the 
uniform administrative requirements for procurement and finan­
cial reporting to those entitlement programs. (As noted earlier at 
“2001 Compliance Supplement Issued” in this section of this 
Audit Risk Alert, the 2001 C om plian ce Supp lem en t has been re­
vised for the effects of this rule.)
25
The U.S. Department of Health and Human Services (HHS) 
also proposed regulations (in the November 15, 2000, F edera l 
Register at 65 FR 68969) to apply to its entitlement programs the 
Circular A -102 common rule. It proposes that the rule be applied 
prospectively to grants awarded after the effective date of the rule. 
The specific programs that w ill be affected by the change are 
listed in the proposed rule. HHS has not proposed to adopt the 
exceptions adopted by the USDA regarding procurement and fi­
nancial reporting requirements.
HUD Electronic Submission Requirements for Multifamily Programs
What are HUD’s electronic submission requirements for multi family 
programs, and what are the auditor’s related responsibilities?
The U .S. Department of Housing and Urban Development 
(HUD) has Uniform Financial Reporting Standards (UFRS) for 
HUD Housing Programs that establish uniform annual financial 
reporting standards for HUD’s public housing, section 8 hous­
ing, and multifamily insured housing programs. Those standards 
require public housing authorities and project owners of HUD- 
assisted housing to submit financial information electronically to 
H U D ’s financial assessment subsystem (FASS) via a template 
known as the financial data schedule (FDS). The Real Estate As­
sessment Center (REAC), which is the HUD national manage­
ment center created to receive and evaluate electronic 
submissions, also requires certain auditor involvement with the 
electronically submitted information.
Practitioners with clients that have financial assistance from HUD 
should be aware that HUD has recently changed the program re­
porting and audit requirements for the not-for-profit and for-profit 
multifamily housing programs. REAC issued a revised Indu stry  
User G uide f o r  th e F in an cia l A ssessment Subsystem—M ultifam ily  
H ousing (FASSUB) as of March 2, 2001. The initial implementa­
tion of FASSUB supported the electronic submission of annual 
financial statement (AFS) data for profit-motivated, limited dis­
tribution, and nonprofit owners. This latest implementation of 
FASS on March 2, 2001, expands the system functionality by
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supporting electronic submission for the portion of the m ulti­
family housing portfolio currently not supported, and revising 
the submission process for audited data.
CPAs are now required to perform the following:
• On the electronically submitted information (similar to that 
which is currently required for public housing authorities), an 
attestation agreed-upon procedures engagement under State­
ment on Standards for Attestation Engagement No. 4, Agreed- 
Upon Procedures Engagement (As discussed later in this Alert in 
the section tided “New Attestation Standard,” the AICPA has 
superseded SSAE No. 4 with SSAE No. 10, Attestation Stan­
dards: Revision a n d  R ecodification, chapter 2, “Agreed-Upon 
Procedures Engagements” [AICPA, Professional Standards, 
vol. 1, AT sec. 201]. HUD is expected to revise its guidance to 
refer to the new SSAE when it becomes effective for periods 
beginning on or after June 1, 2001.) The auditor must com­
pare the electronically submitted financial data template in­
formation (which essentially includes a trial balance of the 
financial statements and certain other supplemental informa­
tion) in the REAC staging database to the hard copy of the 
same information. The attestation report is prepared and sub­
mitted to REAC electronically by the auditor.
• The financial data templates must be produced in hard 
copy by the m ultifam ily program participants and re­
ported on by the auditor in accordance with SAS No. 29, 
R eporting on In form ation  A ccom panying th e Basic F inan cia l 
S tatem ents in  A ud itor-S ubm itted  D ocum ents. Since the fi­
nancial data template information is outside the basic fi­
nancial statements, auditors must report on it as it relates 
to the financial statements taken as a whole.
To identify auditors and enhance the security of its system, REAC 
recently instituted a system of “unique independent public ac­
countant identifiers” (UIIs). For each multifamily housing project 
electronic submission after February 5, 2001, that has auditor in­
volvement, FASS requires a UII, which is a randomly generated, 
permanently assigned, five-digit number. Before an auditor may
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obtain a UII, the auditor must register within HUD secure sys­
tems, which requires the involvement of an auditee. Therefore, 
you should coordinate with one of your multifamily housing en­
tity clients to obtain your UII in advance of when you will need it.
Help Desk—The AICPA provided input into the guidelines as 
HUD developed them, particularly on the auditor report tem­
plates. A copy of the Guidelines can be obtained from the 
REAC Web site at http://www.hud.gov/reac/pdf/fass_ph_ 
guideufrs.pdf. Additional information regarding the activities 
of REAC and how they affect HUD programs and audits of 
HUD programs is available on the REAC Web site at http:// 
www.hud.gov/reac. Further assistance on the electronic sub­
mission requirements is available by contacting the REAC 
Customer Service Center at (888) 245-4860.
Government Auditing Standards
Are there any recent or upcoming revisions to G o v e rn m e n t A u d itin g  
S ta n d a rd s ?
The GAO’s 1994 G overnm en t A ud itin g Standards, as amended 
(also known as the Yellow Book), is the set of standards to follow 
when required by law, regulation, agreement, contract, or policy 
for the audits of various entities, including NPOs. The Yellow 
Book standards are an integral part of the requirements for a Cir­
cular A -133 audit. The only amendments to the 1994 Yellow 
Book, which were issued in 1999, are Amendment No. 1, D ocu­
m en ta tion  R equirem ents When Assessing C ontrol Risk a t M aximum  
f o r  Controls S ign ifican tly D ependen t Upon C om puteriz ed  In fo rm a­
tion  System s, and Amendment No. 2, A uditor C om m unica tions. 
However, future changes are pending.
Help Desk—The GAO has codified the Yellow Book to in­
clude its two amendments. A printed copy of that updated Yel­
low Book codification is not available yet, but you can 
download a free electronic version from the GAO Web site at 
www.gao.gov/govaud/ybk01.htm. You also can order printed 
copies of the two amendments or download free electronic ver­
sions. (See “References for Additional Guidance” at the end of 
this Audit Risk Alert.)
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Upcoming Proposals
The GAO is expected to issue an exposure draft (ED) soon to 
amend the Yellow Book standards concerning the independence 
of individuals and organizations that conduct financial and per­
formance audits. The GAO issued a preliminary views (PV) doc­
ument on the project in April 2000 to invite comments on 
possible revisions to the second general standard on indepen­
dence and to add new related standards to reporting on financial 
and performance audits. The Advisory Council on Government 
Auditing Standards, the group that advises the GAO on changes 
to the Yellow Book, has considered the comments received on the 
PV and recommended that GAO issue an ED on independence 
that would propose changes to the Yellow Book that differ signif­
icantly from those considered in the PV.
The primary independence issues that the PV considered were 
(1) how to define when auditors and evaluators and their organi­
zations are independent and (2) whether and how an audit (or 
evaluator) organization that is not independent should issue an 
audit opinion on financial statements (or a report on a perfor­
mance audit or evaluation) when required (or authorized) by law 
to do so. The ED is expected to cover the first of those two issues 
as well as to propose standards relating to the effect of scope of 
services on auditor independence. Scope of services addresses the 
types of additional services that an auditor or audit organization 
might provide (such as financial statement compilation, indirect 
cost plan preparation, or information technology consulting) that 
would im pair its independence for audit purposes. The PV ’s 
focus on defining independence largely related to governmental 
auditors. However, the scope of services proposals expected to be 
added to the ED will be much broader and are likely to affect all 
auditors and their auditees.
The GAO is also expected to issue an “omnibus” ED in 2001 to 
propose changes to various other areas of the Yellow Book. The 
issues addressed by that ED are expected to include additional 
standards for certain attestation engagements, a general standard 
on integrity, and revised fieldwork and reporting standards for 
performance audits.
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Help Desk—When issued, the Yellow Book EDs will be avail­
able on the GAO Web site at www.gao.gov/govaud/ybk01.htm. 
Check the GAO Web site or watch future issues of the AICPA’s 
Journal o f  Accountancy and CPA Letter for status updates.
Amendments No. 1 and 2 Implementation Issues
We want to alert you to a few issues arising from the issuance and 
implementation of Yellow Book Amendments No. 1 and No. 2.
First, Amendment No. 1 established a new fieldwork standard 
that requires certain information to be documented when finan­
cial data significantly depends upon computerized information 
systems. Specifically, the amendment requires auditors to docu­
ment in the working papers both (1) the basis for assessing con­
trol risk at the maximum level for assertions related to material 
account balances, transaction classes, and disclosure components 
of financial statements when such assertions are significantly de­
pendent upon computerized information systems; and (2) con­
sideration that the planned audit procedures are designed to 
achieve audit objectives and to reduce audit risk to an acceptable 
level. Some auditors of smaller NPOs tend to audit “around the 
computer” and should keep in mind that they need to include the 
documentation required by Amendment No. 1 in their working 
papers. Including the required documentation in the workpapers 
will help ensure that you do not inadvertently rely on computer­
generated evidence in conducting substantive tests. (See also the 
section later in this Audit Risk Alert titled “Audit and Attestation 
Issues and Developments” for a discussion of SAS No. 94, which 
amends and expands the discussion in SAS No. 55 of the audi­
tor’s consideration of an entity’s use of information technology in 
controls relevant to the audit.)
Second, Amendment No. 2 established a fieldwork standard (by 
amending and expanding what previously had been a reporting 
standard) that requires auditors to communicate information to 
certain parties regarding the nature and extent of planned testing 
and reporting on compliance with laws and regulations and inter­
nal control over financial reporting. Among the parties with 
whom the auditor should communicate are the audit committee
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or board of directors or other equivalent oversight body in the ab­
sence of an audit committee. This communication must take 
place during the planning stages of the audit. Some auditors have 
been putting the required communication in the engagement let­
ter. However, you should be aware that using that letter to make 
the required communication does not satisfy the amendment’s 
fieldwork standard if  the letter is not delivered to the audit com­
mittee or board.
Finally, the 1994 Yellow Book required that when auditors report 
separately on compliance with laws and regulations and internal 
control over financial reporting, the report on the financial state­
ments should state that they are issuing those additional reports. 
Amendment No. 2 added to that requirement, stating that when 
auditors issue separate reports on compliance with laws and regu­
lations and internal control over financial reporting, the report 
on the financial statements should state that those reports are an 
integral part of a generally accepted government auditing stan­
dards audit, and in considering the results of the audit, those re­
ports should be read along with the auditor’s report on the 
financial statements. GAO staff members have told us that they 
have received questions about the effect of those requirements on 
an auditor’s report on comparative financial statements. Specifi­
cally, should the auditor’s report on the financial statements refer 
to the separate compliance and internal control reports for both 
the current and prior years? GAO staff members tell us that they 
have responded that such a “dual” reference is not needed (that is, 
auditors need only refer to the current-year separate reports). 
Those individuals are giving that answer because G overnm en t Au­
d i t in g  Standards, paragraph 4.10, requires auditors to follow up 
on known material findings and recommendations from previous 
audits that could affect the financial statement audit and to re­
port the status of uncorrected material findings and recommen­
dations from prior audits that affect the financial statement audit. 
Therefore, referencing only the current-year compliance and in­
ternal control reports will direct the report user to sufficient in­
formation about the prior-year findings.
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State and Local Issues
State and local laws concerning NPOs continue to change. Some 
states have enacted or are revising existing laws concerning NPO 
registration or licensing requirements; annual reporting require­
ments; charitable solicitation, registration, and disclosure require­
ments; charitable gift annuity registrations; and limitations on 
fund-raising expenses. Some states are actively lim iting expendi­
tures of the amounts raised within the state for disaster relief so 
they are used only for the purposes for which the contributions 
were raised. Some states have increased efforts to have NPOs pay 
property taxes, collect and remit sales and use taxes, or make 
other payments in lieu of such taxes. Organizations soliciting 
contributions or selling products on the Internet may be deemed 
to be doing business in the states from which the sales are initi­
ated, creating a nexus to those states and, perhaps, the responsi­
bility to collect and remit state sales taxes as well as other filing 
responsibilities.
The American Association of Fund-Raising Counsel, Inc. (AAFRC) 
publishes its A nnual Survey o f  S tate Laws R egu la tin g C haritab le 
Solicita tions (available for $35). Copies of this publication can be 
obtained by visiting the AAFRC Web site at www.aafrc.org.
Uniform Registration Form for Fund-Raising and Compliance 
With Mailing Requirements
NPOs are required to register and file with the appropriate au­
thorities in most states in which they either have a physical pres­
ence or solicit contributions. As a result of a project started by the 
National Association of State Charity Officials, in conjunction 
with the National Association of Attorneys General and a consor­
tium of not-for-profit groups, thirty-three jurisdictions (thirty- 
two states and the District of Columbia) to date have adopted a 
uniform registration statement, with a view toward easing the ad­
ministrative burden on organizations that are required to register 
in more than one state. A copy of the unified registration state­
ment can be found on the Internet Nonprofit Center Web site at 
www. nonprofits.org/library/gov/urs.
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Most states have statutes that include compliance requirements 
for certain mailings, such as charitable solicitations and sweep­
stakes. Some states have increased efforts to enforce those 
statutes. (Also, organizations may be required to withhold taxes 
on and file information about sweepstakes prizes under Internal 
Revenue Service [IRS] requirements.) Auditors should be aware 
of the existence of such filing requirements and statutes and their 
potential impact on NPOs and their financial statements.
Adverse publicity resulting from an organization’s failure to com­
ply with each states registration and mailing requirements could 
adversely affect the amounts some donors are w illing to con­
tribute. Also, although it is unlikely, such noncompliance could 
be an illegal act that may have a direct and material effect on the 
determination of financial statement amounts. SAS No. 54, I lle­
g a l  Acts by C lients (AICPA, Professiona l Publica tion s, vol. 1, AU 
sec. 317), discusses the nature and extent of the consideration the 
auditor should give to the possibility of illegal acts and provides 
guidance on the auditor’s responsibilities if  a possible illegal act is 
detected.
Internal Revenue Service Activities
What are some of the current tax issues that may affect audits of not- 
for-profit organizations?
Auditors should be aware of relevant tax laws and regulations and 
their potential effect on NPOs and their financial statements.4 A 
not-for-profit organization’s failure to maintain its tax-exempt 
status could have serious tax consequences and affect both its fi­
nancial statements and related disclosures, and such failure could 
possibly require modification of the auditor’s report. Failure by 
an NPO to comply with tax laws and regulations could be an il­
legal act and have either a direct effect on the determination of fi­
nancial statement amounts or an indirect effect on the financial
4. Auditors should be alert for updates to the topics discussed in this section o f the Audit 
Risk Alert and other recent developments related to IRS activities. The appendix to this 
Audit Risk Alert provides a list of Internet resources, including some Web sites that can 
provide information on tax issues that may affect not-for-profit organizations.
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statements that would require appropriate disclosures. SAS No. 
54 discusses the nature and extent of the consideration that the 
auditor should give to the possibility of illegal acts in an audit of 
financial statements in accordance w ith GAAS, and provides 
guidance on the auditor's responsibilities when a possible illegal 
act is detected.
Tax Exempt and Governmental Entities Division
In last year’s Audit Risk Alert, we reported how, as part of its 
modernization plan, the IRS created the Tax Exempt and Gov­
ernment Entities (TE/GE) Division. The Division has a separate 
segment to deal w ith exempt organizations. The Division ad­
dresses key customer needs by providing the following services:
• Education and communication efforts, which focus on 
helping customers understand their tax responsibilities 
with outreach programs and activities tailored to their spe­
cific needs
• Rulings and agreements efforts, which have a strong em­
phasis on up-front compliance programs such as the deter­
mination, voluntary compliance, and private letter ruling 
programs
• Examination initiatives, which identify and address non- 
compliance through customized activities within each cus­
tomer segment
• Customer account services, which coordinates tax filings 
and responses to questions and requests for information
The IRS continues to develop the structure of its TE/GE Divi­
sion. The Divisions Exempt Organizations segment has estab­
lished offices of charities, foundations, trade associations, labor 
unions, and civic associations.5
5. One part of the IRS Tax Exempt and Government Entities (TE/GE) Division's ap­
proach to meeting its mission is to solicit input from exempt organizations and profes­
sional and membership associations concerned with those organizations on outreach 
techniques and topics. Should you or the not-for-profit organization you audit have 
suggestions for the division in this regard, contact Bobby Zarin. The division's director 
of Outreach for Exempt Organizations, at (202) 283-8868 or roberta.b.zarin@irs.gov.
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The IRS continues to develop a customer-friendly Web site at 
www.irs.gov. That site provides contact information for the lead­
ership of the TE/GE Division and currently has a separate page to 
serve the customers of the Exempt Organizations segment of the 
Division.
Qualified Zone Academy Bonds
In the September 26, 2000, Federal Register at 65 FR 57732, the IRS 
issued final regulations relating to qualified zone academy bonds 
(QZABs). QZABs are taxable bonds used to benefit public schools 
located in enterprise communities or empowerment zones. The 
regulations apply to bonds sold on or after September 26, 2000.
The regulations clarify that, besides issuances by a state or local 
government, a nonprofit corporation may sell QZABs on behalf 
of a state or local government, allowing the issuance of the bonds 
without their being counted against the government’s debt limit. 
Therefore, you may observe the not-for-profit organizations you 
audit issuing QZABs, but not receiving the bond proceeds. Any 
issuer selling QZABs must stipulate that the funding w ill be 
matched at least ten percent by a private entity, which the final 
regulations clarify is a corporation not affiliated with or related to 
the federal, state, or local government. The regulations also clarify 
that the private-entity contribution may be in the form of various 
types of property or services as specified in the regulations. There­
fore, if  a not-for-profit organization you audit issues QZABs, you 
may want to consider whether these clarified requirements could 
have a direct and material effect on the determination of its fi­
nancial statement amounts.
Intermediate Sanction Regulations
On January 10, 2001, the IRS issued temporary regulations in­
terpreting the benefit limitation provisions of section 4958. The 
new regulations were issued in temporary form because of the 
number of changes incorporated. Although temporary, they have 
the same force and effect as final regulations for up to three years. 
They cover all provisions of section 4958 applicable to the vari­
ous benefits exempt organization officials receive.
35
The regulations only apply to certain applicable section 501(c)(3) 
and 501(c)(4) organizations. An applicable tax-exempt organiza­
tion is a section 501(c)(3) or a section 501(c)(4) that is tax-exempt 
under section 501(a), or was such an organization at any time 
during a five-year period ending on the day of the excess benefit 
transaction.
Who Is C ov er ed  b y  th e  R egu la tion s. Only the few influencial per­
sons w ithin these organizations are covered by the regulations 
when they receive benefits such as compensation, fringe benefits, 
or contract payments. The IRS calls this class of covered individ­
uals “disqualified persons.” A disqualified person, regarding any 
transaction, is any person who was in a position to exercise sub­
stantial influence over the affairs of the applicable tax-exempt or­
ganization at any time during a five-year period ending on the 
date of the transaction. Persons who hold certain powers, respon­
sibilities, or interests are among those who are in the position to 
exercise influence over the affairs of the organization. This would 
include, for example, voting members of the governing body, and 
persons holding the office of president, chief executive officer, 
chief operating officer, treasurer, or chief financial officer. A dis­
qualified person also includes certain family members of a dis­
qualified person, and 35 percent controlled entities of a 
disqualified person. The regulations also clarify which persons are 
not considered to be in a position to exercise substantial influence 
over the affairs of an organization.
Other persons can also be considered disqualified persons, de­
pending on all relevant facts and circumstances. Practitioners 
should refer to the regulations for the facts and circumstances 
tending to show substantial influence and those that do not.
Excess B en e f i t  T ransactions. Section 4958 only applies to excess 
benefit transactions of disqualified persons. Fair market value 
determines whether the tax-exempt organization provides an ex­
cess benefit to a disqualified person. An excess benefit transac­
tion is a transaction in which an economic benefit is provided by 
an applicable tax-exempt organization, directly or indirectly, to 
or for the use of any disqualified person, and the value of the 
economic benefit provided by the organization exceeds the value
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of the consideration (including the performance of the services) 
received for providing such benefit.
To determine whether an excess benefit transaction has occurred, 
all consideration and benefits exchanged between a disqualified 
person and the applicable tax-exempt organization, and all enti­
ties it controls, are taken into account. For the purposes of deter­
mining the value of economic benefits, the value of the property, 
including the right to use property, is the fair market value. Fair 
market value is the price at which property, or the right to use 
property, would change hands between a willing buyer and a w ill­
ing seller, neither being under any compulsion to buy, sell, or 
transfer property or the right to use property, and both having 
reasonable knowledge of relevant facts.
Benefits That Are Not Excessive. Compensation provided by tax- 
exempts is not excessive if  reasonable. Reasonable compensation 
is the value that would ordinarily be paid for like services by like 
enterprises under like circumstances. This is the section 162 stan­
dard that w ill apply in determining the reasonableness of com­
pensation. For determining the reasonableness of compensation, 
all items of compensation provided by an applicable tax-exempt 
organization in exchange for the performance of services are 
taken into account in determining the value of compensation, ex­
cept for certain economic benefits that are disregarded. For those 
items and items of compensation practitioners should refer to the 
regulations.
Written Intent Required to Treat Benefits as Compensation. An 
economic benefit is not treated as consideration for the perfor­
mance of services unless the organization providing the benefit 
clearly indicates its intent to treat the benefit as compensation 
when the benefit is paid. An applicable tax-exempt organization 
(or entity that it controls) is treated as clearly indicating its intent 
to provide an economic benefit as compensation for services only 
if  the organization provides written substantiation that is con­
temporaneous with the transfer of the economic benefits under 
consideration. Ways to provide contemporaneous written sub­
stantiation of intent to provide an economic benefit as compen­
sation are included in the regulations.
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Special Exception fo r  Initial Contracts. Section 4958 does not 
apply to any fixed payment made to a person pursuant to an ini­
tial contract. This is a very important exception, since it would 
potentially apply, for example, to all initial contracts with new, 
previously unrelated officers and contractors.
Rebuttable Presumption o f  Reasonableness. Tax-exempts can cre­
ate a rebuttable presumption of reasonableness under the new 
regulations in the form of a step-by-step procedure. Three condi­
tions must be met for payments under a compensation arrange­
ment to be presumed reasonable and the transfer of property (or 
right to use property) to be presumed at fair market value. The 
three conditions are described in the new regulations. As a gen­
eral rule, in the case of a non-fixed payment, no rebuttable pre­
sumption arises until the exact amount of the payment is 
determined, or a fixed formula for calculating the payment is 
specified, and the three requirements creating the presumption 
have been satisfied. The IRS has the burden of overcoming the 
presumption.
Excise Taxes. An excise tax equal to 25 percent of the excess 
benefit is imposed on each excess benefit transaction between 
an applicable tax-exempt organization and a disqualified per­
son. The disqualified person who benefited from the transac­
tion is liable for the tax. If the 25 percent tax is imposed and the 
excess benefit transaction is not corrected within the taxable pe­
riod, an additional excise tax equal to 200 percent of the excess 
benefit is imposed. The taxable period begins on the date the 
transaction occurs and ends on the earlier of the date the statu­
tory notice of deficiency is issued or the section 4958 taxes are 
assessed. This 200 percent tax may be abated if  the excess bene­
fit transaction subsequently is corrected during a ninety-day 
correction period.
An excise tax equal to 10 percent of the excess benefit may be 
imposed on the participation of an organization manager in an 
excess benefit transaction between an applicable tax-exempt or­
ganization and a disqualified person. This tax, which may not 
exceed $10,000 with respect to any single transaction, is only im­
posed if  the 25 percent tax is imposed on the disqualified person,
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the organization manager knowingly participated in the trans­
action, and the manager’s participation was willful and not due 
to reasonable cause. There is also jo int and several liability for 
this tax. A person may be liable for both tax paid by the dis­
qualified person and this organization manager tax in appropri­
ate circumstances.
For further explanation, practitioners should refer to the thor­
ough “Explanation of Provisions” that precedes the text of the 
regulations in the official published version. A summary of the 
regulations is also available on the IRS Web site at www.irs.gov/ 
bus_info/eo/interest.html.
Guidance Clarifying the Application of the Internal Revenue 
Code to Use of the Internet by Exempt Organizations
Exempt organizations, like other organizations, are increasingly 
turning to the Internet to carry on their activities. By publishing 
a Web page on the Internet, an exempt organization can provide 
the general public with information about the organization, its 
activities, and issues of concern to the organization, as well as im­
mediate access to Web sites of other organizations. An exempt or­
ganization can enable people with common interests to share 
information via the Internet through a variety of methods such as 
mailing lists, new groups, listserves, chat rooms, and forums.
Exempt organizations use the Internet to carry on activities that 
otherwise can be conducted through other media, such as radio 
or television broadcasts, print publications, or direct mailings. 
The growing use of the Internet by exempt organizations raises 
questions regarding whether clarification is needed concerning 
the application of the Internal Revenue Code (IRC) to Internet 
activities. Among the specific issues, there are many questions re­
garding how to apply the prohibition on political campaign in­
tervention and substantial lobbying activity for charitable 
organizations engaging in activities on the Internet. Also, adver­
tising and other business activities on the Internet are in question. 
For example, there are many questions relating to whether the in­
come received from these activities is subject to the unrelated
39
business income tax, and if  so, how the income and expenses re­
lated to the activity are calculated.
In addition, many questions exist regarding the solicitation of 
contributions on the Internet. For a list of questions applicable to 
issues regarding Internet activities, practitioners should refer to 
Announcement 2000-84 on the IRS Web site at www.irs.gov/ 
bus_info/eo/interest.html.
The IRS is considering the necessity of issuing guidance that 
would clarify the application of the IRC to use of the Internet by 
exempt organizations. Accordingly, the IRS solicited public com­
ments concerning the application of the IRC provisions govern­
ing exempt organizations to activities they conduct on the 
Internet. The IRS has made no final decision concerning the 
need for additional guidance of general applicability and may 
conclude no further action is necessary.
Car Donations
The IRS has stated it is looking into whether car donation pro­
grams enable donors to inflate deductions and enable organiza­
tions to enter inappropriate partnerships w ith for-profit 
companies. A recent article in the Wall S treet J o u rn a l reported the 
California Department of Justice found nearly $24 m illion in 
revenue generated by California car donation programs in 1997, 
of which less than $6 million went to charities. As a related issue, 
the IRS may be looking into the tax status of royalties from car 
donation programs.
Insubstantial Value
For tax years beginning in 2000, benefits such as complimentary 
tickets and donor receptions have insubstantial value if  their fair 
market value does not exceed the lesser of $74 or 2 percent of the 
payment. The sponsor may also receive token items, such as 
bookmarks, calendars, key chains, mugs, posters, or T-shirts, in­
cluding the charity’s name or logo if  they have an aggregate cost 
of not more than $7.40 (adjusted for inflation).
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Form 8870, “Information Return for Transfers Associated with 
Certain Personal Benefit Contracts”
The IRS released new Form 8870, “Information Return for 
Transfers Associated with Certain Personal Benefit Contracts.” 
For taxable years beginning prior to January 1, 2000, organiza­
tions that pay premiums on “personal benefit contracts,” as that 
term is used in section 170(f)(10) of the IRC, must file form 
8870 by the later of ninety days after announcement 2000-82 
(October 16, 2000) or the date the organization is required to file 
its annual return. A personal benefit contract is, in general, any 
life insurance, annuity, or endowment contract that benefits, di­
rectly or indirectly, a transferor that gave an organization funds to 
make premium payments on such a personal benefit contract. 
For more information on this topic practitioners should refer to 
Notice 2000-24, 2000-17 I.R.B. 952.
Voluntary Compliance on Alien Withholding Program
The IRS issued Revenue Procedure 2001-20 which describes the 
Voluntary Compliance on Alien Withholding Program (VCAP), 
which is available to certain public and other not-for-profit col­
leges and universities, and their charitable affiliates, with respect 
to the payment, withholding, and reporting for certain taxes due 
on payments made to alien individuals. The IRS w ill begin 
VCAP as a temporary and experimental program. VCAP is effec­
tive on February 26, 2001. It w ill be available for submissions 
made on or before February 28, 2002. For organizations that are 
eligible to participate in VCAP and for the taxes, including excise 
taxes, and the withholding and reporting obligations covered by 
VCAP, practitioners should refer to IRS Bulletin No. 2001-9.
Section 527— Political Organizations
The IRS Revenue Ruling 2000-49 provides questions and an­
swers regarding the notice and reporting requirements for section 
527. On July 1, 2000, Pub. L. 106-230 was enacted, amending 
section 527 of the IRC. The new law imposes three reporting and 
disclosure requirements on political organizations described in 
section 527:
41
1. An in it ia l n o t ic e  o f  status. Under section 527 (i)(1)(A), a 
political organization is required to give notice both elec­
tronically and in writing to the IRS that it is a political or­
ganization described in section 527 on Form 8871, 
“Political Organization Notice of Section 527 Status.”
2. P er io d ic  reports o f  con tr ib u tion s a n d  expend itu res. Under 
section 527(j), a political organization is required to peri­
odically report certain contributions it receives and expen­
ditures it makes on Form 8872, “Political Organization 
Report of Contributions and Expenditures.” Political orga­
nizations that accept contributions or make expenditures 
for an exempt function under section 527 during a calen­
dar year are required to file periodic reports beginning with 
the first month or quarter in which they accept contribu­
tions or make expenditures.
3. A nnual returns. A political organization that has taxable 
income in excess of the $100 specific deduction allowed 
under section 527 is required to file an annual income tax 
return on Form 1120-POL, “U.S. Income Tax Return for 
Certain Political Organizations.” In addition, for taxable 
years beginning after June 30, 2000, a political organiza­
tion that has $25,000 or more in gross receipts for the tax­
able year is also required to file Form 1120-POL without 
regard to whether it has taxable income.
Also for tax years beginning after June 30, 2000, both the IRS 
and the political organization must make Form 1120-POL avail­
able for public inspection. Additional penalties for late filing of 
Form 1120-POL w ill be effective for tax years beginning after 
June 30, 2000.
A political organization that is required to file an income tax re­
turn (1120-POL) is also required to file Form 990, “Return of 
Organization Exempt from Income Tax,” for taxable years begin­
ning after June 30, 2000. Organizations with gross receipts less 
than $100,000 and assets less than $250,000 may file Form 990- 
EZ, “Short Form of Organization Exempt from Income Tax.”
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Organizations with gross receipts of less than $25,000 are not re­
quired to file Form 990 or Form 990-EZ.
The revenue ruling provides questions and answers relating to the 
reporting and disclosure requirements for political organizations 
described in section 527. For more detail, practitioners should 
refer to 2000 -49 , I.R.B. 2000-44 located on the IRS Web site.
Form 990
There have been some important changes made to Form 990 
which practitioners should be aware of. The following should be 
noted:
• Part X, “Information Regarding Transfers Associated with 
Personal Benefit Contracts,” of Form 990 must be com­
pleted to declare whether or not the organization received 
funds for or made payments toward a personal benefit con­
tract. Those who file Form 990-EZ must make this decla­
ration in a statement attached to the form. Also refer to the 
section titled “Form 8870, ‘Information Return for Trans­
fers Associated with Certain Personal Benefit Contracts,”’ 
earlier in this section of the Alert for more information.
• Political organizations that are required to file income tax 
returns are also required to file Form 990 or Form 990-EZ 
for taxable years beginning after June 30, 2000. Also refer 
to the section titled “Section 527— Political Organizations” 
earlier in this section of the Alert for more information.
• The new schedule B for Forms 990 and 990-EZ must be filed 
unless an organization is covered by one of the special rules for 
certain section 501(c)(3), (7), (8), or (10) organizations that 
require different reporting amounts. Schedule B lists a sched­
ule of contributors—every contributor who gave the organi­
zation, directly or indirectly, money, securities, or any other 
type of property totaling $5,000 or more during the year.
• The new Form 8868, “Application for Extension of Time to 
File an Exempt Organization Return,” is now available to 
request an automatic three-month extension of time to file.
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Audit and Attestation Issues and Developments
What new auditing and attestation pronouncements have been issued 
this year?
In this section we present brief summaries of auditing pro­
nouncements issued since the publication of last year’s Alert that 
are of interest to practitioners engaged in the not-for-profit in­
dustry. The summaries are for informational purposes only and 
should not be relied on as a substitute for a complete reading of 
the applicable standard. For information on auditing pronounce­
ments issued subsequent to the writing of this Alert, please refer 
to the AICPA Web site at www.aicpa.org/members/div/auditstd/ 
technic.htm. You may also look for announcements of newly is­
sued standards in the CPA Letter and J ou rn a l o f  A ccountancy.
SAS No. 92, Auditing Derivative Instruments, Hedging Activities, 
and Investments in Securities
What are the requirements of the new SAS No. 92?
In September 2000 the Accounting Standards Board (ASB) is­
sued SAS No. 92, A uditing D eriva tive Instrum ents, H edgin g A ctiv­
ities, a n d  Investm ents in  S ecurities (AICPA, Professional Standards, 
vol. 1, AU sec. 332). SAS No. 92 helps auditors plan and perform 
auditing procedures for financial statement assertions about de­
rivative instruments, hedging activities, and investments in secu­
rities. SAS No. 92 supersedes SAS No. 81, A uditing Investm en ts 
(AICPA, Professional Publica tions, vol. 1, AU sec. 332). The guid­
ance in the SAS applies to—
• Derivative instruments, as that term is defined in Financial 
Accounting Standards Board (FASB) Statement of Finan­
cial Accounting Standards No. 133, A ccoun ting f o r  D eriva ­
t iv e  Instrum ents a n d  H edgin g A ctivities.
• Hedging activities in which the entity designates a deriva­
tive or a nonderivative financial instrument as a hedge of 
exposure for which FASB Statement No. 133 permits 
hedge accounting.
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• Debt and equity securities, as those terms are defined in 
FASB Statement No. 115, A ccoun tin g  f o r  C erta in In vest­
m ents in  D ebt a n d  Equity Securities.
SAS No. 92 is effective for audits of financial statements for fiscal 
years ending on or after June 30, 2001. Early application of the 
SAS is permitted.
New Audit Guide
In March 2001 the ASB issued a companion audit Guide to help 
practitioners implement the SAS No. 92. The Guide includes an 
overview of derivatives and securities and the general accounting 
considerations for them, as well as case studies addressing topics 
such as control risk considerations when service organizations 
provide securities services, inherent and control risk assessment, 
and designing substantive procedures based on risk assessments.
SAS No. 93, Omnibus Statement on Auditing Standards—2000
What are the requirements of the new SAS No. 93?
Issued by the ASB in October 2000, SAS No. 93, O mnibus State­
m en t on A uditing Standards—2000  (AICPA, Professional P ub lica ­
tions, vol. 1, AU secs. 315, 508, and 622)—
1. Withdraws SAS No. 75, E ngagem ents to Apply A greed-U pon 
Procedures to S p ecified  Elements, A ccounts, o r  Item s o f  a Fi­
n an c ia l S ta tem en t (AICPA, P ro fessiona l Standards, vol. 1, 
AU sec. 622) . The withdrawal of SAS No. 75 is concurrent 
with the effective date of Statement on Standards for Attes­
tation Engagements (SSAE) No. 10, Attestation Standards: 
Revision a n d  R ecod ifica tion  (AICPA, Professional Standards, 
vol. 1, AT secs. 101-701), issued in January 2001. SSAE 
No. 10 is effective for agreed-upon procedures engage­
ments for which the subject matter or assertion is as of or 
for a period ending on or after June 1, 2001, with earlier 
application permitted.
2. Amends SAS No. 58, Reports on A ud ited  F in an cia l S tate­
m ents (AICPA, Professional Standards, vol. 1, AU sec. 508),
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to include an identification in the auditor’s report of the 
United States of America as the country of origin of the ac­
counting principles used to prepare the financial state­
ments and the auditing standards that the auditor followed 
in performing the audit. This amendment withdraws Au­
diting Interpretation No. 13, “Reference to Country of 
Origin in the Auditor’s Standard Report,” of SAS No. 58, 
R eports on A ud ited  F in a n cia l S ta tem en ts (AICPA, P rofes­
s io n a l S tandard s, vol. 1, AU sec. 9508 .53 -.55 ). This 
amendment is effective for reports issued or reissued on or 
after June 30, 2001. Earlier application is permitted.
3. Amends SAS No. 84, C om m unica tions B etw een  P redecessor 
an d  Successor Auditors (AICPA, Professional Standards, vol. 1, 
AU sec. 315), to clarify the definition of a predecessor auditor.
This amendment is effective for audits of financial statements for 
periods ending on or after June 30, 2001. Earlier application is 
permitted.
SAS No. 94, The Effect of Information Technology on the Auditor’s 
Consideration of Internal Control in a Financial Statement Audit
What are the requirements of the new SAS No. 94?
Issued by the ASB in M ay 2001, SAS No. 94, The E ffect o f  In ­
fo rm a t io n  T echno logy on  th e A uditor's C on sid era tion  o f  In te rn a l 
C ontrol in a F inan cia l S tatem ent A udit (AICPA, Professional Pub­
lications, vol. 1, AU sec. 319)—
1. Incorporates and expands on the concept from SAS No. 80, 
A m endm ent to S tatem ent on A uditing Standards No. 31, Evi­
dential Matter (AICPA, Professional Standards, vol. 1, AU 
sec. 326.14), that in circumstances where a significant 
amount of information supporting one or more financial 
statement assertions is electronically initiated, recorded, 
processed, and reported, the auditor may determine that it is 
not practical or possible to restrict detection risk to an ac­
ceptable level by performing only substantive tests for one or 
more financial statement assertions. In such circumstances,
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the auditor should obtain evidential matter about the effec­
tiveness of both the design and operation of controls to re­
duce the assessed level of control risk.
2. Describes how information technology (IT) may affect in­
ternal control, evidential matter, and the auditor’s under­
standing of internal control and assessment of control risk.
3. Describes both benefits and risks of IT to internal control, 
and how IT affects the components of internal control, 
particularly the control activities and information and 
communication components.
4. Provides guidance to help auditors determine whether spe­
cialized skills are needed to consider the effect of computer 
processing on the audit, to understand the controls, or to 
design and perform audit procedures.
5. Clarifies that in obtaining an understanding of the finan­
cial reporting process, the auditor should understand how 
both standard, recurring entries and nonstandard, nonre­
curring entries are initiated and recorded, and the auditor 
should also understand the controls that have been placed 
in operation to ensure that such entries are authorized, 
complete, and correctly recorded.
6. Updates term inology and references to IT systems and 
controls.
The SAS was issued in M ay 2001. The amendment is effective for 
audits of financial statements for periods beginning on or after 
June 1, 2001. Earlier application is permissable.
SSAE No. 10, Attestation Standards: Revision and Recodification
What are the requirements of SSAE No. 10?
The ASB issued SSAE No. 10, A ttestation Standards: R evision a n d  
R ecod ifica tion , in January 2001. SSAE No. 10—
• Changes the title of AT section 101 to “Attest Engage­
ments” from AT section 100 to AT section 101.
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• Changes the definition of an attest engagement into a 
statement of applicability of the standard, as follows:
This Statement applies to engagements in which a 
certified public accountant in the practice of public ac­
counting is engaged to issue or does issue an examina­
tion, a review or an agreed-upon procedures report on 
subject matter, or an assertion about the subject matter, 
that is the responsibility of another party.
• Revises the third general standard to focus on the essential 
elements of criteria: the criteria must be suitable and must 
be available to users. The subject matter also must be capa­
ble of reasonably consistent evaluation against the criteria.
• Enables true direct reporting on subject matter by elim i­
nating the requirement to make reference to the assertion 
in the practitioner’s report.
• Provides expanded guidance on the circumstances in 
which the use of attest reports should be restricted to spec­
ified parties.
• Supersedes SSAE Nos. 1 through 9.
The new SSAE also eliminates the requirement in AT section 201, 
“Agreed-Upon Procedures Engagements,” for the practitioner to ob­
tain a written assertion in an agreed-upon procedures attest engage­
ment. It also incorporates changes needed as a result of the withdrawal 
of SAS No. 75. That withdrawal is reflected in SAS No. 93.
SSAE No. 10 is effective when the subject matter or assertion is as 
of or for a period ending on or after June 1, 2001. Early applica­
tion is permitted.
2001 Audit and Accounting Guide and SOP 98-3 Conforming Changes
What conforming changes have been made to the 2001 edition of the 
AICPA Audit and Accounting Guide A u d its  o f N o t- fo r -P ro f it  
O rg a n iz a tio n s  and SOP 98-3?
The AICPA Audit and Accounting Guide N ot-for-P rofit O rgani­
zation s is available through the AICPA’s looseleaf subscription
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service (Product No. G0100kk). In the looseleaf service, con­
forming changes (those necessitated by the issuance of new au­
thoritative pronouncements) and other minor changes that do 
not require due process are incorporated periodically. Paperback 
editions of Audit and Accounting Guides as they appear in the 
service are printed annually (Product No. 013392kk). Copies 
may be obtained by calling the AICPA Order Department 
(Member Satisfaction) at (888) 777-7077, faxing a request to 
(800) 362-5066, or ordering online at www.CPAWeb.org.
Revisions that will be included in the AICPA Audit and Account­
ing Guide N ot-fo r -P ro fit O rgan iza tion s  as well as SOP 98-3 ,6 
which is in an appendix to the Guide, for conforming changes as 
of M ay 1, 2001, will include those made to reflect the issuance of 
the following standards:
• SAS No. 91, F edera l GAAP H ierarchy (AICPA, Professional 
Publica tions, vol. 1, AU sec. 411)
• SAS No. 92, A uditing D eriva tive Instruments, H edgin g Ac­
tivities, a n d  Investm ents in S ecurities
• SAS No. 93, O m nibus S ta tem en t on  A uditing Standards—
2000
• SAS No. 94, The E ffect o f  In form ation  T echnology on  th e Au­
d ito r s  Consideration o f  In terna l C ontrol in a F inan cia l State­
m en t A udit
• FASB Statement No. 138, A ccoun tin g f o r  C ertain D eriva ­
tiv e  Instrum ents a n d  C ertain H edgin g A ctivities, an amend­
ment of FASB Statement No. 133
• FASB Statement No. 140, A ccounting f o r  Transfers a n d  Ser­
v ic in g  o f  F inancia l Assets a n d  Extinguishments o f  L iabilities— 
a replacement of FASB Statement No. 125
6. Some auditors have been unaware that Statement o f Position (SOP) 98-3, Audits o f  
States, Local Governments, and Not-for-Profit Organizations Receiving Federal Awards, 
is updated annually for conforming changes, including changes resulting from last 
year's two Yellow Book amendments. Although the AICPA does not normally make 
conforming changes to SOPs, SOP 98-3 has been, and will continue to be, revised 
annually to keep it up-to-date for changes in the Yellow Book, single audit literature 
and processes, and Statements on Auditing Standards.
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Also, extensive revisions were made to the Guide for the issuance 
of FASB Statement No. 136, Transfers o f  Assets to a N ot-for-P rofit 
O rganization  or C haritab le Trust That Raises o r H olds C on tribu ­
tions f o r  Others.
Revised Auditor’s Reports
Have the AlCPA’s illustrative auditor’s reports changed because o f  SAS 
No. 93?
The AICPA has revised references to and examples of auditor’s re­
ports in Professional Standards to include an identification of the 
United States of America as the country of origin of the account­
ing principles used to prepare the financial statements and of the 
auditing standards the auditor followed in performing the audit, 
as required by SAS No. 93. (See the discussion of SAS No. 93 in 
the section of this Audit Risk Alert titled “Audit and Attestation 
Issues and Developments.”) It also made similar changes to the 
following illustrative auditor’s reports included in SOP 98-3, 
which is an appendix to the Audit and Accounting Guide Not- 
fo r -P ro fit  Organizations'.
• Reports on the financial statements
• Reports on compliance and on internal control over finan­
cial reporting based on an audit of financial statements per­
formed in accordance with G overnm ent A uditing Standards
• Reports on compliance with requirements applicable to 
each major program and on internal control over compli­
ance in accordance with OMB Circular A -133
You should note that SAS No. 93 does not affect the reference in 
the auditor’s report to G overnm en t A uditing Standards, issued by 
the Comptroller General of the United States, because that cita­
tion already indicates the country of origin of those standards.
Help Desk—The updated illustrative auditor’s reports are 
available in SOP 98-3 and on the AICPA Web site at http:// 
www.aicpa.org/belt/a133main.htm.
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Common Engagement Deficiencies
What are some of the common deficiencies cited in governmental audit 
engagements?
Following are some deficiencies commonly noted on not-for-profit 
organization engagements during recent peer reviews. You should 
consider reviewing your firm’s policies and procedures to see 
whether your engagements also might have these kinds of issues.
• The required G overnm en t A ud itin g S tandards reports for 
internal control or compliance are not prepared or are not 
referred to in the report on the financial statements.
• The proper Circular A -133 reports are not included.
• The required com pliance testing is not performed or 
documented.
• Internal control and compliance tests, including sampling 
applications, are not adequately designed to support the 
reports issued.
• The auditor used inadequate or outdated reference mater­
ial related to the engagement performed.
• G overnm en t A ud itin g S tandards continuing professional 
education requirements are not met.
• The auditor has not appropriately followed federal agency 
audit guides.
• Voluntary health and welfare organizations are not identi­
fied as such.
• The financial statements incorrectly classify contribu­
tions as unrestricted, temporarily restricted, or perma­
nently restricted.
• The financial statements do not present a statement of 
cash flows, as required by FASB Statement No. 117, Fi­
nan cia l S tatem ents o f  N ot-for-P rofit Organizations.
• There are inadequate audit procedures to support the 
statement of functional expenses.
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See also the section of this Audit Risk Alert titled “Circular A- 
133 Audit Reviews” for additional information about common 
audit deficiencies.
Going Concern
If the economy continues to erode and contribution revenue de­
clines, some NPOs may be unable to continue as a going con­
cern. In some cases, management’s plan for the organization to 
continue as a going concern may rely on mergers with other or­
ganizations. Auditors should consider whether plans for mergers 
or plans for other significant changes are red flags, warning about 
an organization’s ability to continue as a going concern. Be alert 
to conditions and events that, when considered in the aggregate, 
indicate that there could be substantial doubt about a not-for- 
profit organization’s ability to continue as a going concern. Re­
member that the inadequate evaluation of an entity’s going- 
concern status is cited as a common audit deficiency in official 
studies.
For example, such conditions and events could include the 
following:
• Negative trends, such as negative cash flows from operat­
ing activities
• Adverse key financial ratios
• Financial difficulties, such as the need to seek new sources 
or methods of financing or to dispose of substantial assets
• Aversion by financial institutions to grant long-term financing
• Unusual board member turnover
• Turnover in the fund-raising department
• Internal matters, such as substantial dependence on the 
success of a particular project
• External matters, such as legal proceedings that could jeop­
ardize the entity’s ability to operate
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In such circumstances, auditors may conclude that, based on such 
conditions and events, there is substantial doubt about the not- 
for-profit organizations ability to continue as a going concern.
SAS No. 59, The A uditor’s C onsideration o f  an  Entity’s A bility to 
C ontinue as a G oing C oncern  (AICPA, Professional Standards, vol. 
1, AU sec. 341), provides guidance to auditors in conducting an 
audit of financial statements in accordance w ith generally ac­
cepted auditing standards for evaluating whether there is substan­
tial doubt about a client's ability to continue as a going concern 
for a period not to exceed one year from the date of the financial 
statements being audited.
Possible Fraudulent Financial Reporting Relating to FASB 
Statement No. 136
W hen evaluating the risk of fraudulent financial reporting in 
NPOs, auditors should consider the risk factors and conditions 
related to management characteristics and the influence of man­
agement over the control environment. FASB Statement No. 136 
became effective this past year, and auditors should be alert to 
fraud risk factors related to this pronouncement. Under FASB 
Statement No. 136, an NPO that accepts assets from a donor and 
agrees to disburse those assets to a specified beneficiary should 
recognize a liability, instead of revenue, to the specified benefi­
ciary concurrent with its recognition of financial assets received 
from the donor. However, FASB Statement No. 136 also stipu­
lates that the NPO should recognize revenue, and not a liability, 
when the donor explicitly grants the organization variance power 
(that is, the power to redirect the use of transferred assets to an­
other beneficiary). Management could potentially adopt a very 
aggressive accounting practice, liberally interpreting donor agree­
ments in a manner that results in the organization asserting that 
the donor granted the organization variance power and the orga­
nization therefore recognizing contribution revenue.
The following are examples of specific responses that the auditor 
may consider when fraud risk factors related to asset transfers 
subject to FASB Statement No. 136 are present:
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• Send confirmations to donors to confirm the amount of 
promises to give in the future and to clarify the nature of 
any terms or restrictions, including whether the donor has 
granted variance power
• Review the documentation underlying the asset transfers 
to obtain a thorough understanding of any terms, includ­
ing donor restrictions or stipulations
• Review the minutes of meetings of the governing board to 
determine whether the stipulations of the donor were dis­
cussed and treated in accordance with the organizations 
policies
• Review historical donor activity of the organization to 
evaluate whether inconsistencies exist with the treatment 
of asset transfers from period to period
Auditing Nonprofit Organizations Engaged in Online Philanthropy
How will the increased use of e-philanthropy affect auditors of nonprofit 
organizations?
Currently, the overall percentage of contributions received by 
NPOs online is small, as compared with total contributions, and 
generally is used to supplement traditional fund-raising methods. 
However, this is expected to change soon. Economists predict 
that in the next fifty years we will see the largest intergenerational 
transfer of wealth ever in the history of the United States— 
estimated at between $6 trillion and $25 trillion. In addition to 
that, recent U.S. economic expansion, which lasted nearly ten 
years, created a tremendous amount of new wealth. When those 
factors are combined with society’s increased use of the Internet, 
it is not inconceivable that online giving could grow significantly.
As was mentioned before, nonprofits got a late start in the Internet 
environment. However, this delay may be to their advantage. 
Since online fund-raising is similar to e-commerce in many ways, 
NPOs can learn from various experiences of dot-com companies 
and build upon them. One thing obvious at this point is that sim­
ply launching a Web site and asking for money is not a strategy to
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be followed. Just as every organization should have a sound busi­
ness plan, every fund-raising method should be a part of the over­
all fund-raising strategy that emphasizes building and maintaining 
relationships with donors.
Audit and Accounting Implications
E-philanthropy has a number of significant audit and accounting 
implications, including the following:
• In addition to performing the audit, some CPA firms may 
provide nonattest services to a nonprofit organization in­
volved in online fund-raising that w ill require considera­
tion of independence issues. For example, designing, 
implementing, or integrating information systems for your 
audit client may impair independence. In such circum­
stances, the auditor should consider Interpretation No. 
101-3, “Performance of Other Services,” of ET section 
101, In d ep en d en ce  (AICPA, P rofessiona l S tandards, vol. 2, 
ET sec. 101.05).
• The technological skills required to fully understand how 
online fund-raising works may be highly specialized. Hav­
ing a sound understanding of mechanics of online transac­
tions may therefore present a formidable challenge to the 
uninitiated. This is further complicated by the rapid 
change in technology, which may mean that you’re chasing 
a moving target. W hile auditors are likely to have the req­
uisite skill set to address many of the issues that arise in an 
organization employing online fund-raising, some addi­
tional training may be required. In some cases the use of a 
technology specialist may be advisable. If the auditor de­
cides to use the specialist, he or she should consider SAS 
No. 73, Using th e Work o f  a Specia list (AICPA, Professional 
Standards, vol. 1, AU sec. 336).
• Online giving will result in the increased use by not-for- 
profits of electronic data to transact business, and to 
record, update, and maintain records. As a result, auditors 
of nonprofit organizations increasingly will be confronted
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with evaluating evidential matter that may exist only in 
electronic format. SAS No. 80, A m endm ent to S ta tem en t on 
A uditing Standards No. 31, Evidential Matter (AICPA, Pro­
fe s s io n a l Standards, vol. 1, AU sec. 326), provides guidance 
to auditors who have been engaged to audit the financial 
statements of an entity that transmits, processes, m ain­
tains, or accesses significant information electronically. 
One of the issues addressed by SAS No. 80 is the timing of 
the audit. Electronic evidence exists only for a lim ited 
amount of time and it may not be retrievable later if  files 
are changed and backup files do not exist. Consequently, 
w aiting  until after fiscal year end to begin aud iting 
procedures may be too late to obtain competent sufficient 
evidence. The AICPA Auditing Practice Release The In for­
m ation  T echnology Age: E vid en tia l M atter in  th e E lectron ic 
E nvironm en t (Product No. 021068kk) is designed to pro­
vide nonauthoritative guidance to auditors in applying 
SAS No. 80. Also, for additional guidance the auditor may 
also refer to SAS No. 94 as amended by SAS No. 78, which 
provides guidance to auditors about the effect of informa­
tion technology on internal control and on the auditor’s 
understanding of internal control and assessment of con­
trol risk.
• The auditor also may be more likely to see prepackaged or 
customized computer systems used by nonprofit clients. In 
such circumstances, the auditor should evaluate manage­
ment’s consideration of SOP 98-1, A ccounting f o r  th e Costs o f  
Computer Soft w are D evelop ed  or O bta ined f o r  In terna l Use.
• The cost of developing a Web site is often one of the largest 
costs for a nonprofit organization conducting business over 
the Internet. A large portion of these costs may need to be 
accounted for according to SOP 98-1. Also, FASB Emerg­
ing Issues Task Force (EITF) Issue No. 00-2, A ccoun tin g f o r  
Web S ite D evelopm en t Costs, provides guidance about Web 
site development. The auditor should ensure that manage­
ment accounted for the costs of developing a Web site in 
accordance with the above-mentioned guidance.
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• Often, a major cost of developing e-commerce activities is 
research and development (R&D). FASB Statement No. 2, 
A ccou n tin g  f o r  R esearch  a n d  D ev e lo p m en t Costs, requires 
R&D costs to be expensed when incurred except for ac­
quired R&D that is purchased from others with alternative 
future uses. Additionally, FASB Statement No. 2 requires 
disclosure in the financial statements of the total R&D 
costs charged to expense.
• SOP 98-5, R eportin g on th e Costs o f  Start-up A ctivities, de­
fines start-up activities as follows:
Those one-time activities related to opening a new facil­
ity, introducing a new product or service, conducting 
business in a new territory, conducting business with a 
new class or customer, initiating a new process in an ex­
isting facility, or commencing some new operation.
• Certain costs, such as those that would be capitalizable 
under generally accepted accounting principles (GAAP) 
for ongoing enterprises (for example, fixed assets and ac­
quired intangibles), are not subject to SOP 98-5. Ail other 
costs of start-up activities, including organization costs, 
should be expensed as incurred.
• The use of e-philanthropy may result in a greater number 
of risks and uncertainties for the nonprofit organization. 
Auditors should consider whether management has evalu­
ated all such risks and uncertainties appropriately and 
made any necessary disclosures pursuant to SOP 94-6, 
D isclosure o f  C ertain S ign ifican t Risks a n d  U ncertainties. In 
addition, auditors should also evaluate management’s con­
sideration of related contingencies arising from online 
fund-raising, pursuant to FASB Statement No. 5, A ccount­
in g  f o r  C ontingencies.
• Some nonprofits are outsourcing the entire fulfillment and 
information technology functions. Auditors of entities that 
use such services should be familiar with the requirements 
of SAS No. 70, S erv ice O rganizations (AICPA, Professional 
Standards, vol. 1, AU sec. 324). However, in some cases
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auditors might not be able to obtain a SAS No. 70 letter. 
For example, a number of nonprofits use an Internet ser­
vice provider (ISP) to host their Web sites, including the 
databases used to initially record donations and credit card 
receivables. Unfortunately, because of the newness of e- 
philanthropy, an auditor is unlikely to obtain a SAS No. 70 
letter from an ISP. For those audit clients that host their 
sites at an ISP, lacking a SAS No. 70 letter or access to the 
ISP to gain an understanding and test internal control, the 
auditor will be faced with a scope limitation, if  the matter 
is material to the entity.
• E-philanthropy may result in rapid changes in the way 
transactions are processed, possibly without adequate con­
sideration of the effect on internal control. SAS No. 55, as 
amended by SAS No. 78 and SAS No. 94, provides guid­
ance on the auditor's consideration of an entity’s internal 
control in an audit of financial statements in accordance 
with GAAS. If material, almost all auditors will find it nec­
essary to test the controls over electronic business. You may 
consider the use of computer-assisted auditing techniques 
to assess the ability of unauthorized access into an organi­
zation’s financial information technology. When auditing 
the financial statements of nonprofits that engage in e- 
philanthropy, auditors should gain an understanding of 
the organizations’ accounting models used for their online 
fund-raising activities, and should ensure that online trans­
actions that nonprofits enter into are accounted for using 
the established accounting models for similar transactions 
entered into through their traditional business operations, 
when such models exist.
• M any for-profit and not-for-profit organizations use the 
Internet for off-site backup storage of data files and 
records. Several providers offer this service at a reasonable 
fee, usually based on the amount of storage space required. 
Use of off-site data storage requires appropriate internal 
controls on the part of the organization and an assessment 
of the security measures that the service employs.
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Virtual Presence and State Registration
Receiving donations over the Internet requires electronic funds 
transfer (EFT) mechanisms. Despite the obstacles and costs of 
online solicitation, many organizations find the process reward­
ing and many donors find it convenient. A concern is whether 
electronic requests for money create a responsibility for the orga­
nization to register in the donor’s home state. According to a re­
cent decision in the U.S. Court of Appeals for the District of 
Columbia (GTE N ew M ed ia  S ervices Inc. v. B e ll South Corp. e t  
a l.), a state does not necessarily have jurisdiction over a computer 
user’s contact with Web sites in other states. This ruling will not 
be the final word on the issue, however, and many not-for-profits 
are continuing to encourage Congress to enact federal legislation 
to prevent the need for costly registrations in states where an or­
ganization’s presence is only virtual.
Help Desk—Look for the newly introduced Audit Risk Alert 
E-Business Industry Developments—2000/01 for comprehensive 
discussions of the considerations unique to the e-business envi­
ronment. Ask for Product No. 022273kk.
Accounting Issues and Developments
Derivatives and Hedging Activities
NPOs that make significant use of derivative instruments as 
part of their financial strategies may be particularly affected by 
FASB Statement No. 133, as amended by FASB Statement No.
137, A ccounting f o r  D erivative Instruments a n d  H edging A ctivities— 
D effera l o f  th e E ffective D ate o f  FASB S tatem en t No. 133, and No.
138, A ccoun tin g f o r  C erta in D eriva tiv e In strum en ts a n d  C erta in  
H edgin g A ctivities. For example, an NPO may use derivatives as 
part of its investment strategy or as part of a strategy to reduce 
risk on foreign-currency transactions. Additionally, many NPOs 
do not realize they have derivatives, but they may have derivatives 
embedded in such items as lease agreements, insurance policies, 
bonds, and financial guarantees.
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FASB Statement No. 133 establishes accounting and reporting 
standards for derivative instruments, including certain derivative 
instruments embedded in other contracts (collectively referred to 
as derivatives), and for hedging activities.
FASB Statement No. 133 (paragraph 43) includes certain provi­
sions regarding accounting by NPOs and other entities that do 
not report earnings.
An entity that does not report earnings as a separate caption in a 
statement of financial performance (for example, a not-for-profit 
organization or a defined benefit pension plan) shall recognize 
the gain or loss on a hedging instrument and a nonhedging deriv­
ative instrument as a change in net assets in the period of change 
unless the hedging instrument is designated as a hedge of the for­
eign currency exposure of a net investment in a foreign operation. 
In that case, the provisions of paragraph 42 of FASB Statement 
No. 133 shall be applied. Entities that do not report earnings 
shall recognize the changes in the carrying amount of the hedged 
item pursuant to paragraph 22 in a fair value hedge as a change in 
net assets in the period of change. Those entities are not permit­
ted to use cash flow hedge accounting because they do not report 
earnings separately. Consistent w ith the provisions of FASB 
Statement No. 117, F inan cia l S tatem ents o f  N ot-for-P rofit O rgani­
z a tion s , FASB Statement No. 133 does not prescribe how an 
NPO should determine the components of an operating mea­
sure, if  one is presented.
FASB Statement No. 133 was amended as a result of the issuance 
of FASB Statement No. 138. FASB Statement No. 138 addresses 
a lim ited number of issues causing implementation difficulties 
for numerous entities that apply FASB Statement No. 133.
FASB Statement No. 138 also amends FASB Statement No. 133 
for decisions made by the FASB relating to the Derivatives Im­
plementation Group (DIG) process. The DIG is a task force that 
the FASB established to assist the FASB in answering questions 
that companies w ill face when they begin implementing FASB 
Statement No. 133. Certain decisions arising from the DIG 
process that required specific amendments to FASB Statement
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No. 133 are incorporated into FASB Statement No. 138. Issues 
addressed by the DIG can be found on the FASB Web site at 
www.fasb.org.
Readers should refer to the full text of FASB Statement Nos. 133, 
137, and 138 when considering accounting and reporting issues 
related to derivative instruments and hedging activities.
Auditing Derivatives
In September 2000, the Auditing Standards Board (ASB) issued 
SAS No. 92, A uditin g D eriva tiv e Instrum ents, H edgin g A ctivities, 
a n d  Investm en ts in  S ecurities (AICPA, P rofessiona l Standards, vol. 
1, sec. 332). SAS No. 92 supersedes SAS No. 81, A uditin g In ­
vestm en ts (AICPA, P ro fessiona l Standards, vol. 1, AU sec. 332), 
and is effective for audits of financial statements for fiscal years 
ending on or after June 30, 2001. Early application of the SAS is 
permitted.
G uidan ce f o r  A uditors. SAS No. 92 provides guidance for audi­
tors in planning and performing auditing procedures for financial 
statement assertions about derivative instruments, hedging activ­
ities, and investments in securities. The guidance in the SAS ap­
plies to (1) derivative instruments, as defined by FASB Statement 
No. 133, (2) hedging activities in which the entity designates a 
derivative or a nonderivative financial instrument as a hedge of 
exposure for which FASB Statement No. 133 permits hedge ac­
counting, and (3) d eb t  and equ ity securities, as those terms are de­
fined in FASB Statement No. 115 , A ccou n tin g  f o r  C erta in  
In vestm en ts in  D eb t a n d  E quity S ecurities. Matters addressed by 
SAS No. 92 include—
• The need for special skills or knowledge.
• Consideration of audit risk and materiality.
• Designing substantive procedures based on risk assessment.
SAS No. 92 also discusses hedging activities and management 
representation issues.
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A ud it G u id e to  C om p lem en t SAS No. 92. An Audit Guide to 
complement the SAS has been issued by the ASB. The Guide 
provides practical guidance for im plem enting the SAS on all 
types of audit engagements. The suggested audit procedures con­
tained in the Guide do not increase or otherwise modify the au­
ditor’s responsibilities; rather, they are intended to clarify and 
illustrate the application of the requirements of SAS No. 92. The 
objective of the guide is both to explain SAS No. 92 by providing 
an in-depth look, and to provide practical illustrations through 
the use of case studies.
Stock Market Volatility and Investments
The recent turmoil in the stock markets may adversely affect the 
investment portfolios of some NPOs. FASB Statement No. 124, 
A ccoun ting f o r  C ertain Investm ents H eld by N ot-for-P rofit O rgani­
zations, provides that investments in equity securities with readily 
determinable fair values and all debt securities should be reported 
at fair value with gains and losses included in a statement of ac­
tivities. Accounting Principles Board (APB) Opinion No. 18, The 
E quity M eth od  o f  A ccoun tin g  f o r  In v estm en ts in  C om m on Stock, 
provides that declines in the value of investments that are ac­
counted for using the equity method be recognized if  the declines 
in value are other than temporary. Auditors should consider the 
effects of the recent stock market volatility in determ ining 
whether investments are reported in conformity with GAAP.
Environmental Liabilities
NPOs have been receiving gifts of property from donors with in­
creasing frequency. Sometimes, property received does not meet 
regulatory guidelines for environmental safety. The Environmen­
tal Protection Agency (EPA) is empowered by law to seek recov­
ery from any party that ever owned or operated a contaminated 
site, or anyone who ever generated on or transported hazardous 
material to a site. In view of the liabilities that may result from 
owning contaminated sites, virtually all real estate transactions 
entered into today give consideration to potential environmental
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liabilities. Auditors of organizations that face such claims should 
carefully evaluate whether the accounting and disclosure require­
ments of FASB Statement No. 5 and AICPA SOP 96-1, E nviron­
m en ta l R em ediation  L iabilities, have been met.
Restrictions Reminder
Pressure to attract donors to a particular cause or mission and to 
develop a level of consistent giving has resulted in some organiza­
tions soliciting contributions to emphasize specific activities or 
programs of the organization. In some cases, these solicitations 
are worded narrowly and effectively impose restrictions on the 
funds raised. You should be familiar with the fund-raising materi­
als used by the organization and consider whether the materials 
impose restrictions on the use of the funds raised.
Transfers of Assets
What are the requirements of the new FASB Statement No. 136?
FASB Statement No. 136, Transfers o f  Assets to a N ot-for-P ro fit 
O rganization  o r  C haritab le Trust That Raises o r  H olds C on tribu ­
tions f o r  O thers, establishes standards for transactions in which an 
entity— the d on o r—makes a contribution by transferring assets 
to a not-for-profit organization or charitable trust— the recip ien t 
organ ization— that accepts the assets from the donor and agrees 
to use those assets on behalf of or transfer those assets, the return 
on investment of those assets, or both to another entity— the 
ben efic ia ry—that is specified by the donor. It also establishes stan­
dards for transactions that take place in a similar manner but are 
not contributions because the transfers are revocable, repayable, 
or reciprocal.
FASB Statement No. 136 requires a recipient organization that 
accepts cash or other financial assets from a donor and agrees to 
use those assets on behalf of or transfer those assets, the return on 
investment of those assets, or both to a specified unaffiliated ben­
eficiary to recognize the fair value of those assets as a liability to 
the specified beneficiary concurrent with recognition of the assets
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received from the donor. However, if  the donor explicitly grants 
the recipient organization variance power or if  the recipient orga­
nization and the specified beneficiary are financially interrelated 
organizations, the recipient organization is required to recognize 
the fair value of any assets it receives as a contribution received. 
NPOs are financially interrelated if (1) one organization has the 
ability to influence the operating and financial decisions of the 
other and (2) one organization has an ongoing economic interest 
in the net assets of the other. The Statement does not establish 
standards for a trustee’s reporting of assets held on behalf of spec­
ified beneficiaries, but it does establish standards for a benefi­
ciary’s reporting of its rights to assets held in a charitable trust.
FASB Statement No. 136 requires that a specified beneficiary rec­
ognize its rights to the assets held by a recipient organization as 
an asset unless the donor has explicitly granted the recipient orga­
nization variance power. Those rights are either an interest in the 
net assets of the recipient organization, a beneficial interest, or a 
receivable. If the beneficiary and the recipient organization are fi­
nancially interrelated organizations, the beneficiary is required to 
recognize its interest in the net assets of the recipient organization 
and adjust that interest for its share of the change in net assets of 
the recipient organization, similar to the equity method of ac­
counting under APB Opinion 18. If the beneficiary has an un­
conditional right to receive all or a portion of the specified cash 
flows from a charitable trust or other identifiable pool of assets, 
the beneficiary is required to recognize that beneficial interest, 
measuring and subsequently remeasuring it at fair value, using a 
valuation technique such as the present value of the estimated ex­
pected future cash flows. If the recipient organization is explicitly 
granted variance power, the specified beneficiary does not recog­
nize its potential for future distributions from the assets held by 
the recipient organization. In all other cases, a beneficiary recog­
nizes its rights as a receivable.
FASB Statement No. 136 describes four circumstances in which a 
transfer of assets to a recipient organization is accounted for as a 
liability by the recipient organization and as an asset by the re­
source provider because the transfer is revocable or reciprocal.
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Those four circumstances are if  (1) the transfer is subject to the 
resource provider’s unilateral right to redirect the use of the assets 
to another beneficiary, (2) the transfer is accompanied by the re­
source provider’s conditional promise to give or is otherwise revo­
cable or repayable, (3) the resource provider controls the recipient 
organization and specifies an unaffiliated beneficiary, or (4) the 
resource provider specifies itself or its affiliate as the beneficiary 
and the transfer is not an equity transaction. If the transfer is an 
equity transaction and the resource provider specifies itself as 
beneficiary, it records an interest in the net assets of the recipient 
organization (or an increase in a previously recognized interest). 
If the resource provider specifies an affiliate as beneficiary, the re­
source provider records an equity transaction as a separate line 
item in its statement of activities, and the affiliate named as ben­
eficiary records an interest in the net assets of the recipient orga­
nization. The recipient organization records an equity transaction 
as a separate line item in its statement of activities.
FASB Statement No. 136 requires certain disclosures if  a not-for- 
profit organization transfers assets to a recipient organization and 
specifies itself or its affiliate as the beneficiary or if  it includes in 
its financial statements a ratio of fund-raising expenses to 
amounts raised.
FASB Statement No. 136 incorporates without reconsideration 
the guidance in FASB Interpretation No. 42, A ccou n tin g  f o r  
Transfers o f  Assets in  W hich a N o t-fo r -P ro fit O rgan iza tion  Is 
G ranted Variance P ow er , and supersedes that Interpretation. The 
Statement is effective for financial statements issued for fiscal pe­
riods beginning after December 15, 1999, except for the provi­
sions incorporated from Interpretation No. 42, which continue 
to be effective for fiscal years ending after September 15, 1996. 
The Statement may be applied either by restating the financial 
statements of all years presented or by recognizing the cumulative 
effect of the change in accounting principle in the year of the 
change. Auditors should refer to the full text of FASB Statement 
No. 136.
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Accounting for Restructuring Charges
In the wake of the weak economic picture and in response to in­
tense competitive pressures, some NPOs may restructure their 
operations. They may elim inate redundant functions and at­
tempt to create an efficient and streamlined organization.
EITF Guidance
You should consider whether management has appropriately ac­
counted for restructuring costs in accordance with the require­
ments of EITF Issue No. 94-3, L iability R ecogn ition  f o r  C ertain  
E mployee T erm ination B enefits a n d  O ther Costs to Exit an  A ctivity 
(In clu d in g C ertain Costs In cu rr ed  in  a R estructuring). EITF Issue 
No. 94-3 provides guidance on whether certain costs (such as 
employee severance and termination costs) should be accrued and 
classified as part of restructuring charges, or whether such costs 
would be more appropriately considered a recurring operational 
cost of the organization. EITF Issue No. 94-3 provides guidance 
about the appropriate tim ing of recognition of restructuring 
charges and prescribes disclosures that should be included in the 
financial statements.
Management's Plan
To justify restructuring charges, an approved management plan as 
of the date of the financial statements should exist. Management’s 
plan should be comprehensive, explicit, and adequately docu­
mented to provide objective evidence of managements intent.
Loss recognition that is based on management’s intent must be 
supported by objective evidence of in tent. To demonstrate 
management’s intent, you may consider whether the plan is suf­
ficiently developed to forecast its consequences and manage­
m ent’s com m itm ent to u ltim ately im plem ent the plan as 
contemplated. A documented and appropriately approved man­
agement plan that is comprehensive and explicit is necessary to 
accrue a liability.
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Making Disclosures
When liabilities are accrued in accordance with the guidance in 
EITF Issue No. 94-3, certain disclosures are required. The thresh­
olds for making the required disclosures are related to the materi­
ality of the amounts accrued or the significance of the activities 
that w ill not be continued. Therefore, when the disclosure 
thresholds have been met, all the disclosures are required, not just 
those that are individually material.
Some of the disclosures are required until the plan of termination 
is completed or until all actions under a plan to exit an activity 
have been fully executed. For instance, under EITF Issue No. 94- 
3, the amount of actual termination benefits paid and charged 
against the liability and the number of employees actually termi­
nated as a result of the plan to terminate the employees must be 
disclosed. The amount of any adjustments to the liab ility also 
must be disclosed.
Making Sure Accruals Are Not “Cushions”
Sometimes, frequent reductions to restructuring liabilities may 
suggest that management has provided a cushion by overstating 
the accrual. When reviewing management’s accruals, you should 
be aware of the kinds of charges that are allowed to be accrued 
for, pursuant to EITF Issue No. 94-3 and other relevant account­
ing literature, as appropriate. For example, FASB Statement No. 
5 refers to “reserves for general contingencies.” No accrual shall 
be made or disclosure required since general business risks do not 
meet the conditions for an accrual as stated in paragraph 8 of 
FASB Statement No. 5.
Financial Statement Reporting and Disclosure Requirements—  
Common Errors and Points to Remember
Recent industry reviews indicate that certain deficiencies con­
cerning the reporting and disclosure requirements applicable to 
NPOs are more common than others. Based on the errors and 
deficiencies identified, listed below are important points to re­
member concerning reporting and disclosure.
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• One of the required totals (that is, assets, liabilities, and net 
assets by class and in total) is omitted. The most com­
monly omitted total is unrestricted net assets, when that 
net asset category has been (as permitted) subdivided into 
two or more components (for example, net investment in 
plant, board-designated endowment, and operating). See 
FASB Statement No. 117, paragraph 10, for guidance.
• Dues receivable are reported as an asset when in fact a re­
ceivable under GAAP does not exist (for example, if  the or­
ganization books the entire next year’s dues as receivable 
and deferred revenue when the annual invoices are sent to 
members, or, in the case of organizations with staggered 
membership years, on the first of the month for all mem­
bers scheduled to renew that month). This is true even if 
the organization factors down the amount by an estimated 
“non-renewal” percentage based on historical renewal 
rates. Dues receivable should be reported only if  there is an 
obligation on the part of the member to pay for goods or 
services already received (this circumstance w ill be rare 
since most membership organizations w ill not allow the 
privileges of membership until dues are paid). See the def­
in ition of asset in FASB Statement of Concepts No. 6, 
paragraph 26: Part (c) of the definition (the “all-events” 
test) is the part not met here.
• The initial recognition of unconditional promises to give 
should not be reported net of an allowance for estimated 
uncollectible amounts. Promises to give should be reported 
at fair value, which is usually th e p r e s en t va lu e o f  th e expected  
cash f lo w s  or, f o r  p rom ises expected  to b e co lle c ted  in  less than  
on e yea r, the net realizable value. For example, if  a group of 
donors promise to give $100 in five years, but the organi­
zation expects to receive only $70, and the present value of 
the $70 is $50, the initial asset and revenue should be re­
ported as $50, not $70 less $20, or $100 less $30 less 
$20. An allowance should be reported only if  there are
Balance Sheet and Statem ent o f  Financial Position
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subsequent decreases in the estimated collectible amount. 
See the Audit and Accounting Guide N ot-for-P rofit O rga­
n ization s (the Guide), paragraph 5.64, including exhibit 
5.1, for guidance. Disclosure of the $30 and the $20 
should be made in a note; see example 2 in paragraph 5.81.
• Fund-raising costs should not be reported as an asset or 
otherwise deferred. (This includes items such as printed 
materials that would be considered inventoriable if  held for 
sale.) See the Guide, paragraph 13.06, for guidance.
• Unrestricted, but board-designated, amounts should not 
be reported in a restricted net asset class. Board designa­
tions do not affect the unrestricted status of such amounts. 
Board designated amounts may, however, be segregated 
and displayed separately w ithin the unrestricted class 
(preferably only in the net assets section of the balance 
sheet), if  desired. (Amounts, which are temporarily re­
stricted by a donor, and which are also board designated, 
are temporarily restricted; instances w ill be rare and are 
most often seen in universities.) See FASB Statement No. 
117, paragraph 13, for guidance.
• A debit (negative) balance should not be displayed in ei­
ther the total or any sub-part (individual fund or other 
component disclosed in a note) of the tem porarily re­
stricted net asset class. It is not possible to release more 
restricted amounts than you started with. Any “overspend­
ing” of restricted net assets should be charged to the unre­
stricted class, unless there is an unconditional pledge to 
cover the deficit, in which case recording the pledge will 
cause the temporarily restricted class to show at least a 
break-even balance.
• A balance sheet is presented in which assets are classified 
(current/long term), but liabilities are not so classified. See 
FASB Statement No. 117, paragraph 12b, for guidance.
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R even u e . Based on the errors and deficiencies identified, listed 
below are important points to remember concerning revenue re­
porting and disclosure requirements for the statement of activities.
• Unrestricted— or temporarily restricted— investment re­
turn (including gains) from permanent endowments 
should not first be reported as a change in the perm a­
nently restricted class and then transferred to another 
class. All income/gains should be reported directly in the 
class as stipulated by a donor restriction, if  any, on the 
income/gains. (If income from a fund is restricted, then 
gains are also restricted, unless the donor has stipulated 
otherwise.) See FASB Statement No. 124, paragraphs 8 
and 9 for guidance.
• Revenues from exchange transactions (commonly referred 
to as earned income) should not be reported as changes in 
restricted net assets. Only restricted contributions (and re­
lated investment income, gains, and losses, if  so stipulated 
by the donor) should be reported as changes in restricted 
net assets under the concepts in FASB Statement No. 116, 
A ccou n tin g  f o r  C on tr ib u tion s R ece iv ed  a n d  C on tr ibu tion s  
M ade , and No. 117. Even revenue from exchange transac­
tions with legal restrictions (for example, college dormi­
tory fees deposited directly in a sinking fund pursuant to a 
bond indenture; special member assessment by a country 
club to build a new swimming pool) should be reported as 
changes in unrestricted net assets; though reporting the re­
quired use either on a separate line or in the notes to the fi­
nancial statements may provide meaningful information to 
financial statement users. (Note that these examples are ex­
amples of the rare cases where individual assets may be 
legally restricted, rather than the related net assets.) See 
FASB Statement No. 116, A ccoun tin g f o r  C ontributions Re­
c e iv e d  a n d  C on tribu tion s M ade, paragraph 14, and FASB 
Statement No. 117, paragraph 20, for guidance.
Statem ent o f  Activities
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• Contribution revenue related to pledges receivable should 
generally be reported as temporarily restricted because of 
the implied time restriction, unless (a) the donor has stipu­
lated that when collected the gift is permanently restricted, 
in which case the revenue is in itially recorded directly in 
that class, or (b) the donor has explicitly indicated that the 
contribution is intended to support activities of the current 
period. See FASB Statement No. 116, paragraph 15, and 
the Guide, paragraph 5.48, for guidance.
• Revenue and related expenses, such as from a special fund­
raising event, gift shop sales, and conferences, should not 
be reported as a single net number (GAAP requires such 
amounts to be reported gross, with the exception of invest­
ment management expenses, which may be netted against 
investment income). The following is permitted as gross 
reporting, (which may be in the revenue section):
Gross proceeds of activity
(Less expenses of activity)
Net revenue from activity
NPOs have flexibility in terms of where on the statement 
of activity the above is reported. It may be most meaning­
ful to report it in the revenue section, unless expenses ex­
ceed the revenue, in which case it may be more meaningful 
to report it in the expense section, with the expenses first. 
It is also acceptable to present the revenue and expenses 
each in its own section. See FASB Statement No. 117, 
paragraph 24, and the Guide, paragraphs 13.23-.25, for 
guidance.
• All gifts-in-kind should be reported (for example, free rent, 
services provided by another organization, and donated 
supplies). See FASB Statement No. 116, paragraphs 5 and 
9, for guidance.
• If contributed services of volunteers are not recognized, 
this should be for only one of two reasons: The services do 
not meet the recognition criteria in FASB Statement No. 
116, or there is tru ly  no reasonable way to assign a value to
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the services, which should be rare. Simply choosing not to 
report them is unacceptable, as is claiming that no objec­
tive value is determinable when a reasonable estimated 
value could be determined with a little effort and estima­
tion. See FASB Statement No. 116, paragraphs 5 and 9; 
APB Opinion 29, A ccou n tin g  f o r  N onm on eta ry  Transac­
tion s, paragraphs 20 and 25, extrapolated to this item; 
FASB Statement of Concepts No. 6, paragraph 31; and 
FASB Statement No. 116, paragraph 5, for guidance.
Expenses. Based on the errors and deficiencies identified, listed 
below are further important points to remember concerning ex­
pense reporting and disclosure requirements for the statement of 
activities.
• The organization aggregates categories of functional ex­
penses that should be reported separately (every organiza­
tion should have at least one program, and w ill have 
management and general expenses, even if  the organization 
has only one program; many will also have fund-raising [or 
membership development or both] expenses.) See FASB 
Statement No. 117, paragraph 26. Interest and payments 
to affiliates should be allocated to the extent that it is prac­
ticable and reasonable to do so. See the Guide, paragraph 
13.40 and 13.58.
• Total fund-raising expenses should be disclosed. If an orga­
nization asserts that it is not necessary to disclose fund­
raising expense because the amount is immaterial, auditors 
should consider the extent of the attention that financial 
statement users often devote to this item in determining 
whether the judgment of a reasonable person relying upon 
the financial statements would have been changed or influ­
enced by the inclusion or correction of the item. If fund­
raising expenses are not disclosed and contribution 
revenue is displayed, the authors believe that the auditor 
should insist that the organization’s accounting policy 
footnote state that, “immaterial amounts of fund-raising 
expenses are included in [management and general] ex­
pense.” See the Guide, paragraph 13.35, for guidance.
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• Depreciation and occupancy (operation and maintenance 
of plant, or similar captions) are not functional expense 
categories and should be allocated to other functions (pro­
gram, management, fund-raising). If an organization in­
sists on showing such expense categories as separate line 
items on the face of a functionalized income statement 
(strongly not recommended), some accountants believe 
that this deficiency may be remedied by a footnote that 
discloses their functional allocation. (However, other ac­
countants believe that such footnote disclosure is not suffi­
cient to meet the requirements of FASB Statement No. 
117.) See the Guide, paragraph 13.40, for guidance.
• Advertising of the organization’s program services for 
which fees are charged (for example, clinic, concert, or 
museum exhibit) should be reported as a management and 
general expense, and not as program expense. See the 
Guide, paragraph 13.34, for guidance.
• Expenses should not be reported in either of the restricted 
classes of net assets. (All expenses should be reported as de­
creases in unrestricted net assets per FASB Statement No. 
117.) Losses may be reported in any class. See FASB State­
ment No. 117, paragraph 20, for guidance.
Reclassifications/transfers are—
• Not permitted out of permanently restricted.
• Not permitted into temporarily or permanently restricted 
(permitted only for the matching portion of a restricted 
challenge [matching] gift/grant—see the Guide, paragraph 
3.40, for guidance).
Exceptions to the above are:
• Any reclassification is permitted as a correction of an error 
(prior-period adjustment); these will be rare.
• Any reclassification is permitted if  a donor of a gift changes 
the nature of a restriction, in a year subsequent to initial 
recording of the gift (the organization may wish to consult
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an attorney regarding the legality of certain types of reclas­
sification, for example, the placing of a restriction on a pre­
viously unrestricted gift.)
Statement of Cash Flows
• Purchases and sales of long-term assets should not be net­
ted (investments, property, plant, and equipment) in the 
investing cash flows section of the statement. FASB State­
ment No. 95, S ta tem en t o f  Cash F lows, requires such 
amounts to be reported gross. Also see FASB Statement 
No. 117, paragraph 149, for additional guidance.
• Noncash items (for example, the amount of gain/loss on 
investments or other assets, increase in cash surrender 
value of life insurance, and amounts related to the incep­
tion of a capital lease) should not be included in the in­
vesting or financing sections of the statement. Only any 
underlying cash transactions should be reported here. See 
FASB Statement No. 95, paragraph 7, for guidance.
• Capital-type contributions (endowment gifts and gifts re­
stricted for acquisition of property) should be reported in 
the financing cash flows section, not the operating section. 
See FASB Statement No. 117, paragraph 30d, for guidance.
• Amounts that have been board designated for some pur­
pose should be reported in the operating section when re­
ceived, not as financing flows (such amounts are still 
unrestricted and must be presented in the operating sec­
tion when received).
• Noncash financing and investing transactions should be dis­
closed, for example, receipt of donated fixed assets and do­
nated investment securities, and forgiveness of debt. The 
subsequent sale of donated noncash assets is an investing ac­
tivity. See FASB Statement No. 95, paragraph 32, as amended 
by FASB Statement No. 117, paragraph 30g, for guidance.
• If the indirect method is used, the required disclosures of 
interest paid and taxes paid will have to be made outside
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the main part of the statement. See FASB Statement No. 
95, paragraph 29, for guidance.
Footnotes to the Financial Statements
• The accounting policies footnote (to a set of financial 
statements on which an auditor expects to give an unqual­
ified opinion) describes a policy being followed by the or­
ganization that is not in conformity w ith GAAP (for 
example, reporting investment income or uncollectible re­
ceivables on the cash basis), and the note should indicate 
that the departure does not have a material effect on the fi­
nancial statements (if it did have a material effect, the au­
ditor would have to qualify the report). (Alternatively, if  
the amount involved is really insignificant, and the policy 
is not evident from other information presented, do not 
describe the accounting policy at all.)
• The financial statements should include all required dis­
closures about—
-  Unconditional promises to give (pledges) receivable: 
present value discount, discount rate used, allowance 
for uncollectible, maturity by years, and information 
about conditional pledges. See FASB Statement No. 
116, paragraphs 24 and 25; APB Opinion 21, In terest 
on R ece iva b les a n d  P ayab les , paragraph 16, and the 
Guide, paragraphs 5.78 and .81, for guidance.
-  Joint costs of multipurpose activities: types of activities 
involved, statement that such costs have been allocated, 
total amount allocated, and the portion allocated to 
each function (encouraged but not required: amount of 
jo int costs for each kind of jo in t activity). See the 
Guide, paragraphs 13.54 and .55, and illustrations in 
chapter 13, appendix D, for guidance.
-  Donated services of volunteers: nature and extent of 
contributed services received, description of the activ- 
ity(ies) involved, amount recognized (encouraged but 
not required: fair value of contributed services received
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but not recognized). For services that are not recog­
nized, the reason should be stated (that is, do not meet 
criteria in FASB Statement No. 116, or no objective 
value can reasonably be determined— see above). See 
the Guide, paragraphs 5.79 and 5.81, for guidance.
-  Nature of restrictions on net assets. See FASB State­
ment No. 117, paragraph 14, for guidance.
Reducing GAAP Violations
The practitioner can take a number of steps to help identify
GAAP violations, including:
• Requiring specific internal firm consultation with a not- 
for-profit specialist when an accounting issue arises.
• Expanding the coverage of technical accounting topics and 
not-for-profit specific requirements in firm-sponsored 
training courses to ensure audit personnel understand the 
nuances of GAAP, particularly those involving unique not- 
for-profit issues.
• Ensuring that firm personnel understand the provisions of 
SAS No. 69, The M ean in g  of Present Fairly in Conformity 
W ith Generally Accepted Accounting Principles in  th e In ­
d ep en d en t A uditors R eport (GAAP hierarchy).
Listing of Recent Auditing, Attestation, and 
Accounting Pronouncements7
New Auditing Standards
• SAS No. 92, A uditing D eriva tive Instrum ents, H edgin g Ac­
tiv ities, a n d  In vestm en ts in  S ecu rities, helps auditors plan 
and perform auditing procedures for financial statement 
assertions about derivative instruments, hedging activities, 
and investments in securities. SAS No. 92 supersedes SAS
7. Readers should refer to the complete text o f pronouncements to determine whether 
they are applicable in a particular situation.
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No. 81, A uditing Investm ents. A summary of this SAS can 
be found on the AICPA Web site at www.aicpa.org.
• SAS No. 93, O mnibus S ta tem en t on A uditing Standards— 
2000, withdraws SAS No. 75 , E ngagem en ts to A pply 
A greed- Upon P rocedures to S p ecified  E lements, A ccounts, o r  
Item s o f  a F inan cia l S tatem ent, amends SAS No. 58, Reports 
on A udited  F inan cia l S tatem ents, to include an identifica­
tion in the auditor’s report of the country of origin of the 
accounting principles used to prepare the financial state­
ments and the auditing standards that the auditor followed 
in performing the audit; and amends SAS No. 84, Com ­
m un ica tion s B etw een  P redecessor a n d  Successor Auditors, to 
clarify the definition of a predecessor auditor. A summary 
of this SAS can be found on the AICPA Web site at 
www.aicpa.org.
• SAS No. 94, The E ffect o f  In form ation  T echnology on th e Au­
d i to r ’s C onsideration o f  In tern a l C ontrol in  a F inan cia l State­
m en t Audit, amends SAS No. 55, Consideration o f  In terna l 
C ontrol in a F inan cia l S tatem ent Audit, to provide guidance 
to auditor’s about the effect of information technology on 
internal control and on the auditor’s understanding of 
internal control and assessment of control risk. A summary 
of this SAS can be found on the AICPA Web site at 
www.aicpa.org.
New Attestation Standard
SSAE No. 10, A ttestation Standards: R evision a n d  R ecod ifica tion , 
was issued in January 2001 by the ASB. SSAE No. 10 does the fol­
lowing: changes the title of AT section 100 from “Attestation 
Standards” to AT section 101, “Attest Engagements,” changes the 
definition of an attest engagement; revises the third general stan­
dard to focus on the essential elements of criteria; enables true di­
rect reporting on subject matter by eliminating the requirement 
to make reference to the assertion in the practitioner’s report; and 
provides expanded guidance on the circumstances in which the 
use of attest reports should be restricted to specified parties. A
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summary of this SAS can be found on the AICPA Web site at 
www.aicpa.org.
Help Desk—AICPA reSOURCE provides electronic access to 
AICPA Professional Standards, Technical Practice Aids, and 
Audit and Accounting Guides, as well as to other AICPA audit 
and accounting literature. AICPA reSOURCE CD-ROM pro­
vides access to this same literature on CD-ROM. AICPA re­
SOURCE Online provides online access to AICPA audit and 
accounting literature. Both reSOURCE products are available 
by subscription, which can be obtained through www.cpaweb. 
org. AICPA reSOURCE CD-ROM also may be obtained by 
calling the AICPA Order Department (Member Satisfaction) 
at (888) 777-7077.
New Auditing Interpretations
Auditing Interpretations are issued by the AITF of the ASB to 
provide timely guidance on the application of ASB pronounce­
ments. Interpretations are reviewed by the ASB but are not as au­
thoritative as ASB pronouncements. Nevertheless, a departure 
from an Interpretation may have to be justified if the quality of a 
member’s work is questioned. Interpretations become effective 
upon their publication in the J ou rn a l o f  A ccountancy.
The new Interpretations listed below are available on the AICPA 
Web site at www.aicpa.org/members/div/auditstd/announce/ 
index.htm.
1. Interpretation No. 1, “The Meaning of the Term M isstate­
m en t” of SAS No. 47, A udit Risk a n d  M ateria lity in  Con­
d u c t in g  an  A udit (AICPA, P ro fess ion a l S tandards , vol. 1, 
A U  sec. 9312.01-.04)
2. Interpretation No. 2, “Evaluating Differences in Esti­
mates” of SAS No. 47, A udit Risk a n d  M ateria lity in Con­
d u c t in g  an  A udit (AICPA, P ro fess ion a l S tandards , vol. 1, 
A U  sec. 9 3 1 2 .0 5 - .09)
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3. Interpretation No. 3, “Quantitative Measures of Material­
ity in Evaluating Audit Findings” of SAS No. 47, A udit 
Risk a n d  M ateria lity in  C ondu ctin g an  A udit (AICPA, Pro­
fess ion a l Standards, vol. 1, AU sec. 9312.10—.14)
4. Interpretation No. 4, “Considering the Qualitative Char­
acteristics of Misstatements” of SAS No. 47, A udit Risk 
a n d  M a ter ia lity  in  C on du ctin g  an  A udit (AICPA, P rofes­
siona l Standards, vol. 1, AU sec. 9312.13-.17)
New FASB Pronouncements
• FASB Statement No. 138, A ccoun tin g f o r  C ertain D eriva ­
t iv e  Instrum ents a n d  C ertain H edgin g A ctivities, an amend­
ment of FASB Statement No. 133
• FASB Statement No. 139, Recission o f  FASB S tatem ent No. 
53 a n d  A mendments to FASB Statements No. 63, 89, a n d  121
• FASB Statement No. 140, A ccoun ting f o r  Transfers a n d  Ser­
v ic in g  o f  F inan cia l Assets a n d  Extinguishments o f  L iabilities, 
a replacement of FASB Statement No. 125
New AICPA Accounting and Auditing Statements of Position
• SOP 00-2, A ccoun ting by P roducers o r  D istributors o f  Films
• SOP 00-3, A ccoun ting by Insurance Enterprises f o r  D em utu ­
a liz a tion s a n d  F orm a tion s o f  M u tu a l In su ran ce  H o ld in g  
C om pan ies a n d  f o r  C erta in  L ong-D ura tion  P a r t ic ip a t in g  
Contracts
• SO P01-1, A m endm ent to S cope o f  S ta tem en t o f  Position 95- 
2, Financial Reporting by Nonpublic Investment Partner­
ships, to In clu d e C om m odity Pools
• SOP 01 -2, A ccoun tin g a n d  R eportin g by H ealth a n d  Welfare 
B en efit P lans
79
On the Horizon
Certain FASB Exposure Drafts
Proposed Statement of Financial Accounting Standards and a 
Proposed Amendment to FASB Concepts Statement 6
In October 2000, an exposure draft of a proposed Statement, Ac­
cou n tin g  f o r  F inan cia l Instrum ents w ith  Characteristics o f  L iabili­
ties, Equity, o r  B oth, and a proposed amendment to Concepts 
Statement 6, P roposed  A m endm en t to FASB C oncep ts S ta tem en t 
No. 6  to R evise th e D efin ition  o f  L iabilities, were issued. The pro­
posed Statement provides guidance on classifying components of 
financial instruments as liabilities or equity.
The proposed Statement would be effective for fiscal years begin­
ning after June 15, 2002. Earlier application would be permitted. 
Initial application of the proposed Statement would be as of the 
beginning of an entity’s fiscal year.
The proposed amendment to Concepts Statement 6 reflects the 
Board’s decision to revise the definition of liabilities to include 
certain obligations that a reporting entity can or must settle by is­
suing its equity shares.
Proposed Statement of Financial Accounting Standards on 
Business Combinations and Intangible Assets
In September 1999, the FASB issued an exposure draft of a pro­
posed FASB Statement, Business C om binations a n d  In tan gib le As­
sets. This proposed Statement is divided into two parts. Part I 
addresses the method of accounting for business combinations 
and amends APB Opinion 16, Business Combinations. Part II ad­
dresses the accounting for intangible assets (including goodwill) 
whether acquired singly, in a group, or as part of a business com­
bination and supersedes APB Opinion 17, In tan g ib le  Assets. In 
January 2001, the FASB announced that issues about intangible 
assets acquired by NPOs would be included in a separate project 
that addresses issues specific to the combination of NPOs.
The FASB has decided to address issues specific to combinations 
of not-for-profit organizations as a separate project, conducted
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concurrently with the main business combinations project. The 
FASB is taking a differences-based approach. That is, guidance 
for not-for-profit organizations should differ from guidance for 
for-profit organizations only in circumstances in which the na­
ture of the transaction justifies different accounting treatment. In 
addition, the FASB clarified the scope of part I of the proposed 
Statement, so that all organizations that fall outside the definition 
of not-for-profit organization in FASB Statement No. 116 are 
within the scope of this exposure draft, as is the acquisition of a 
not-for-profit organization by a business enterprise.
Proposed Statement of Financial Accounting Standards on 
Consolidated Financial Statements
In February 1999, the FASB issued an exposure draft of a pro­
posed FASB Statement, C onsolida ted  F inan cia l S tatem ents: P ur­
p o s e  a n d  P olicy , a revision to an exposure draft issued in October 
1995. This proposed Statement would establish standards that 
specify when entities should be included in consolidated financial 
statements. It would apply to business enterprises and not-for- 
profit organizations that control other entities regardless of the 
legal form of the controlling and controlled entities. The pro­
posed statement would—
• Define control as the ability of an entity to direct the poli­
cies and management that guide the ongoing activities of 
another entity so as to increase its benefits and lim it its 
losses from that other entity’s activities. For purposes of 
consolidated financial statements, control involves decision­
making ability that is not shared with others.
• Require that a controlling entity (parent) consolidate all 
entities that it controls (subsidiaries) unless control is tem­
porary at the time the entity becomes a subsidiary.
• Preclude consolidation of a new subsidiary if  a parent’s 
control is temporary at the date that control is obtained.
The proposed Statement would supersede the provisions of para­
graphs 1 through 3 and 5 of Accounting Research Bulletin (ARB) 
No. 51, C on so lid a ted  F in a n cia l S ta tem en ts , as amended, and
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would amend ARB No. 51 to extend its provisions to not-for- 
profit organizations. The proposed statement would also super­
sede or amend other accounting pronouncements.
In the second quarter of 2001 the FASB had planned to issue 
both a final Statement and an additional exposure draft address­
ing consolidation issues related to special purpose entities. The 
FASB determined that there was not sufficient board member 
support to issue either of the documents in January 2001. After 
the FASB’s board membership changes on Ju ly  1, 2001, the 
FASB staff is expected in the third quarter of 2001 to present its 
assessment of the consolidation project to the FASB board.
Nonauthoritative AICPA Audit and Accounting Products 
and Services
What other AICPA publications and products can be of value to auditors 
of not-for-profit organizations?
Industry Conference
The AICPA will hold its Ninth Annual Not-for-Profit Organiza­
tions Industry Conference on June 14 to June 15, 2001 (with 
pre-conference workshops on June 13), in Washington, D.C. The 
conference is designed for both practitioners and not-for-profit 
organization financial executives, and will provide technical in­
formation for those decision makers. For further information, 
call the AICPA CPE Conference Hotline at (888) 777-7077 or 
visit the AICPA Web site at ww.aicpa.org.
Accounting and Auditing Technical Hotline
The AICPA Technical Hotline answers members’ inquiries about 
accounting, auditing, attestation, compilation, and review ser­
vices. Call (888) 777-7077.
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Ethics Hotline
The AICPA Professional Ethics Team answers inquiries concern­
ing independence and other behavioral issues related to the appli­
cation of the AICPA Code of Professional Conduct. Call (888) 
777-7077.
Continuing Professional Education Courses
The AICPA offers many continuing professional education (CPE) 
courses related to NPOs, many of them available for both group 
study and self-study. Among the available titles are the following:
• Accounting and Reporting Practices of Nonprofit Organiza­
tions— Choices and Applications (Product No. 743267kk)
• The AICPA Form 990 Nonprofits Workshop (Product 
No. 731051kk)
• Compensation Issues in Not-for-Profit Organizations 
(Product No. 730726kk)
• Advanced Accounting and Auditing Problems for NPOs 
(Product No. 730125kk)
• Advanced Auditing of HUD-Assisted Projects (available in 
text Product No. 730185kk and CD-ROM Product No. 
738185kk)
• Applying A -133 to Nonprofit and Governmental Organi­
zations (Product No. 730195kk)
• Applying Fraud SAS No. 82 in Governmental and Not- 
for-Profit Audits (Product No. 735135kk)
• Audits of HUD-Assisted Projects (available in text Product 
No. 730290kk and video Product No. 1802190kk)
• Compliance Auditing (Product No. 733431 kk)
• M anaging Accounting, Budgeting and Tax Transactions 
for Nonprofits (Product No. 730335kk)
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• Managing Nonprofit Organizations Like a Business (Prod­
uct No. 730340kk)
• Nonprofit Accounting and Auditing Update (2000-2001 
Edition) (available in text Product No. 732063kk and 
video Product No. 182054kk)
• Nonprofit Auditing: Auditing Financial Results and Com­
pliance Requirements (Product No. 737050kk)
• Planned Giving: Strategies for Donor and Recipient (Prod­
uct No. 732235kk)
• Tax Mysteries of Private Foundations (Product No.
732240kk)
• Solving Complex Single Audit Issues for Government and 
Nonprofit Organizations (available in text Product No. 
734403kk and video Product No. 184401kk)
• Getting Started with Not-for-Profit Organization Tax Is­
sues (Product No. 733801 kk)
• Tackling Tough Tax Topics in Nonprofit Organizations 
(Product No. 736761kk)
• Using the AICPA Audit and Accounting Guide N ot-for- 
P ro fit O rganizations
• Workpaper Preparation Techniques for Government and 
Nonprofit Organizations (available in text Product No. 
732628kk and video Product No. 182628kk)
• Yellow Book: Government Auditing Standards (available 
in text, Product No. 736 l08kk , and CD-ROM, Product 
No. 739100kk)
For more information about AICPA CPE courses, call the 
AICPA (Member Satisfaction) at (888) 777-7077 or visit the 
AICPA Web site at www.aicpa.org.
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Not-for-Profit Organizations Checklists
The AICPA Accounting and Auditing Publications Team pub­
lishes Checklists a n d  I llu stra tive F inan cia l S tatem ents f o r  N ot-for- 
P rofit Organizations (Product No. 008762KK), a nonauthoritative 
publication designed to help those preparing reports and financial 
statements of NPOs.
Practice Aids
F inan cia l S ta tem en t P resentation a n d  D isclosure P ractices f o r  Not- 
fo r -P ro fit  O rganizations is a comprehensive Practice Aid (Product 
No. 006605KK) that illustrates a wide variety of NPOs financial 
statement formats and disclosures to assist auditors of NPOs.
A uditing R ecipients o f  F edera l Awards: P ra ctica l G uidance f o r  Ap­
p l y in g  OMB C ircu la r A -133 , Audits of States, Local Govern­
ments, and Non-Profit Organizations, is a two-volume set (Product 
No. 008730kk) containing comprehensive analyses of the OMB's 
revisions to its Circulars for performing single audits, numerous 
checklists, and illustrative examples, and an illustrative case study 
of the single audit process.
Technical Practice Aids
AICPA Technical P ra ctice Aids includes questions received by the 
AICPA Technical Hotline on various subjects and the responses 
to those questions. Sections 6140 and 6960 of Technical P ra ctice 
Aids include questions and answers specifically pertaining to 
NPOs. Technical P ra ctice Aids is available both as a subscription 
service (Product No. G01013kk) and in paperback form (Prod­
uct No. 005059kk).
Help Desk—AICPA publications can be obtained by calling 
the AICPA Order Department (Member Satisfaction) at (888) 
777-7077, or faxing a request to (800) 362-5066.
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References for Additional Guidance
Federal Agencies— Administrative Regulations
Most federal agencies issue general administrative regulations 
that apply to their programs. Those regulations provide general 
rules on how to apply for grants and contracts, how grants are 
made, the general conditions that apply to and the administrative 
responsibilities of grantees and contractors, and the compliance 
procedures used by the various agencies. Those regulations are in­
cluded in the Code o f  F edera l R egulations.
General Accounting Office
GAO publications include those listed in this section. The GAO 
issues hundreds of reports and testimony to the Congress each 
year on a variety of subjects, including accounting, budgeting, 
and financial management. Now the full text of GAO products 
can be retrieved via the Internet. The GAO’s Web site is 
http://www.gao.gov. For information on how to access GAO re­
ports or other documents on the Internet, send an email message 
with information in the body to info@www.gao.gov. In addition, 
requests for copies of these publications can also be sent to the 
U.S. General Accounting Office, P.O. Box 37050, Washington, 
DC 20013. Telephone: (202) 512-6000; fax: (202) 512-6061.
Government Auditing Standards, 1994 Revision as Amended
These standards, also referred to as the Yellow Book, relate to 
audits— both financial and performance— of governmental orga­
nizations, programs, activities, and functions, and of governmen­
tal funds received by contractors, nonprofit organizations, and 
other nongovernmental organizations. The standards incorporate 
the AICPA Statements on Auditing Standards for field work and 
reporting, and prescribe additional standards to meet the more 
varied interests of governmental audit report users. The 1994 re­
vision and its amendments are for sale by the Superintendent of 
Documents, U.S. Government Printing Office (GPO), Washing­
ton, DC 20401; telephone (202) 512-1800; fax (202) 512-2250;
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Stock No. 020-000-00-265-4. The current codification of the 
standards that includes Amendment Nos. 1 and 2 also is available 
on the Yellow Book section of the GAO Web site at www. gao. 
gov/govaud/ybk0 1.htm.
Interpretation of Continuing Education and Training 
Requirements—Government Auditing Standards
This establishes specific CPE requirements for auditors working 
on audits made in accordance with those standards. This Inter­
pretation guides audit organizations and individual auditors on 
implementing the CPE requirements by answering the most fre­
quently asked questions from the audit community. This Inter­
pretation is available on the Yellow Book section of the GAO 
Web site at www.gao.gov.
Office of Management and Budget
Circulars
The OMB issues grants management circulars to establish uni­
form policies and rules to be observed by federal agencies for the 
adm inistration of federal grants. Federal agencies then adopt 
these circulars in their regulations. The process for issuing grants 
management circulars includes due process with a notice of any 
proposed changes in the F edera l R egister, a comment period, and 
careful consideration of all responses before issuance of final cir­
culars. Circulars and other documents relevant to audits of NPOs 
are as follows:
• OMB Circular A-21 (Revised), Cost P rin cip les f o r  E duca­
tion a l Institu tions
• OMB Circular A-110 (Revised), Uniform Administrative Re­
quirements f o r  Grants a n d  Agreements w ith Institutions o f  H igher 
Education, Hospitals, a n d  O ther N on- P ro fit O rganizations
• OMB Circular A -122 (Revised), Cost P rin cip les f o r  N on- 
P rofit O rganizations
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• OMB C ircular A -133 (Revised), A udits o f  States, L oca l 
Governments, a n d  N on-Profit O rganizations
For copies of circulars and bulletins, write or call the Office of 
Management and Budget, Publications Office, 725 17th Street 
Northwest, Washington, DC 20503; telephone (202) 395-3080, 
or check the OMB home page at www.whitehouse.gov/OMB/ 
grants.
OMB Circular A -133, C om p lian ce S u pp lem en t
The OMB C om plian ce S upp lem en t sets forth the major federal 
compliance requirements that should be considered in a single 
audit of states, local governments, and non-profit organizations 
that receive federal assistance. It is appendix B to OMB Circular 
A -133, Audits o f  States, L ocal G overnments, a n d  N on-Profit O rga­
nizations. The 2000 C om plian ce Supp lem en t (and the preceding 
1999 C om pliance Supplem ent) can be found on the O M B's Web 
site at the grants management address www.whitehouse.gov/ 
OMB/grants. The 2000 C om pliance Supp lem en t also is available 
for sale from the Government Printing Office at telephone (202) 
512-1800. The stock number is 041-001-00544-7.
Other Guidance
The Catalog o f  Federal D omestic Assistance (CFDA) is a government­
wide compendium of federal programs, projects, services, and ac­
tivities that provide assistance or benefits to the American public. 
The General Services Administration (GSA) is responsible for the 
dissemination of federal domestic assistance information through 
the catalog and maintains the information database from which 
program information is obtained. A searchable version of the 
CFDA is located at www.cfda.gov.
Program information provided by the catalog includes authorizing 
legislation and audit requirements. The GSA makes copies available 
to certain specified national, state, and local government offices. 
Catalog staff may be contacted at (202) 708-5126. The catalog may 
be purchased from the GPO by calling (202) 512-1800.
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Program information also is available on machine-readable mag­
netic tape, high-density floppy diskettes, and CD-ROM. These 
may be purchased by contacting the Federal Domestic Assis­
tance Catalog Staff (M VS), General Services Administration, 
300 7th Street, S.W., Suite 101, Washington, DC 20407; telephone 
(202) 708-5 126.
Auditors should also be aware of the economic, regulatory, and 
professional developments that may affect the audits they per­
form, as described in the AICPA general A udit Risk A lert— 
2000/2001 (Product No. 022260kk), and AICPA C om pila tion  
a n d  R eview  A lert—2000/2001 (Product No. 022270kk). These 
Alerts may be obtained by calling the AICPA Order Department 
(Member Satisfaction) at (888) 777-7077 or faxing a request to 
(800) 362-5066. Obtaining product information and placing on­
line orders can be done at www.CPAweb.org. (The 2001/2002 
version of these publications will be issued later in 2001).
Copies of FASB publications referred to in this document may be 
obtained directly from the FASB by calling the FASB Order De­
partment at (800) 748-0659.
This Audit Risk Alert replaces N ot-for-P rofit O rganizations Indus­
try D evelopm ents—2000. The N ot-for-P rofit O rganizations Indus­
try  D evelopm en ts Audit Risk Alert is published annually. As you 
encounter audit or industry issues that you believe warrant dis­
cussion in next year’s Alert, please feel free to share them with us. 
Any other comments that you have about the Alert would be ap­
preciated. You may e-mail these comments to lwest@aicpa.org or 
write to:
Lori A. West, CPA 
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
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APPENDIX
The Internet— An Auditor’s Research Tool
If used properly, the Internet can be a valuable tool for auditors. 
Through the Internet, auditors can access a wide variety of global 
business information. For example, information is available relat­
ing to industry statistics, resources for NPOs and their finance 
professionals, professional news, state CPA society information, 
Internal Revenue Service information, software downloads, uni­
versity research materials, currency exchange rates, stock prices, 
annual reports, and legislative and regulatory initiatives. Not only 
are such materials accessible from the computer, but they are 
available at any time, often free of charge.
A number of resources provide direct information, whereas others 
may simply point to information inside and outside of the Inter­
net. Auditors can use the Internet to—
• Obtain audit and accounting research information.
• Obtain texts, such as audit programs.
• Discuss audit issues with peers.
• Communicate with audit clients.
• Obtain information from a client’s Web site.
• Obtain information on professional associations.
There are caveats to keep in mind when using the Internet. Reliabil­
ity varies considerably. Some information on the Internet has not 
been reviewed or checked for accuracy; caution is advised when ac­
cessing data from unknown or questionable sources. Although a 
vast amount of information is available on the Internet, much of it 
may be of little or no value to auditors. Accordingly, auditors should 
learn to use search engines effectively to minimize the amount of 
time browsing through useless information. The Internet is best
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used in tandem with other research tools, because it is unlikely that 
all desired research can be conducted solely from Internet sources.
The following listing summarizes the various Web sites of many of 
the organizations referred to in this Audit Risk Alert, as well as oth­
ers that auditors of not-for-profit organizations may find useful.
N a m e  o f  S i t e C o n t e n t I n t e r n e t  A d d r e s s
American Institute 
of CPAs
Information for CPAs on 
accounting, auditing, industry 
activities, the activities of the 
AICPA, and other matters
http://www.aicpa.org
Accountant’s Resources for accountants http://www.computercpa.
Home Page and financial and business 
professionals
com/
Action Without 
Borders
Includes a directory o f not- 
for-profit organizations and 
volunteering resources, a 
newsletter on not-for-profit 
organization issues, and job 
postings
http://www.idealist.org
American Society 
of Association 
Executives
Provides resources to assist 
association executives and 
individuals from for-profit 
companies that provide 
products and services to the 
association community
http: //www.asaenet.org
The Chronicle of Articles from the C h r o n i c l e http://www.philanthropy.
Philanthropy o f  P h i l a n t h r o p y  newspaper 
and links to other sites
com
Council on 
Foundations
Includes research, publications, 
and other information of 
interest to foundations and 
corporate donors
http://www.cof.org
CPAnet Links to other Web sites of 
interest to CPAs
http://www.cpalinks.com/
Cybersolve Online financial calculators, 
such as ratio and breakeven 
analysis
http://www.cybersolve.com/ 
toolsl.html
Department of Information on programs, http://www.hud.gov/oig
Housing and Urban resources, and other matters 
Development:
Office of Inspector General
http://www.hud.gov/ 
offices/reac
Real Estate Assessment Center
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Content Internet Address
The Electronic 
Accountant
Financial 
Accounting 
Standards Board
FedWorld.Gov
Name o f  Site
Financial Systems 
Forum
The Foundation 
Center
Giving USA
General
Accounting
Office
Guidestar
Guide to W W W  
for Research and 
Auditing
Hoovers Online
IGnet (the federal 
Inspectors General 
site):
Main page 
Single audit library
World Wide Web magazine that 
features up-to-the minute news 
for accountants
Information on the activities 
of this standard-setting body
U.S. Department of Commerce 
sponsored site providing access 
to government publications
Topics involving the improve­
ment of financial systems by 
providing information on 
methodologies, service organi­
zations, and vendors with a 
focus on applications concern­
ing accounts payable, accounts 
receivable, asset management, 
general ledger, and inventory
Information for not-for-profit 
organizations, donors, and 
researchers
American Association of Fund- 
Raising Counsel sponsored site 
providing information trends in 
giving and sources o f support
Policy and guidance materials, 
reports on federal agency major 
rules
Information on not-for-profit 
organizations and new and 
resources for not-for-profit 
organizations and donors
Basic instructions on how to 
use the Web as an auditing 
research tool
Online information on various 
companies and industries
Provides information fo r  OIGs
http://www.
electronicaccountant.com 
http://www.fasb.org
http://www.fedworld.gov
http://www.fsforum.com
http://www.fdncenter.org 
http://www.aafrc.org
http://www.gao.gov 
http://www.guidestar.org
http://www.tetranet.net/ 
users/gaostl/guide.htm
http://www.hoovers.com
http://www.ignet.gov 
http://www.ignet.gov/ 
pa/mains.html
(continued)
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Name o f  Site Content Internet Address
Independent
Sector
A forum to encourage giving, 
volunteering, not-for-profit 
initiative and citizen action
http://www.indepsec.org
Information for A Treasury Department site http://w w w . irs.gov/
Tax-Exempt 
Organizations 
(an IRS site)
providing information and 
answers to frequently asked 
questions regarding tax-exempt 
organizations
bus_info/eo/index.html
Internet Bulletin CPA tool for Internet sites, http://www.kentis.com/
for CPAs discussion groups, and other 
resources for CPAs
ib.html
Internet
Nonprofit
Center
Includes the nonprofit locator, 
frequently asked questions, and 
other information
http://www.nonprofits.org
Management 
Assistance 
Program for 
Nonprofits
Includes the Nonprofit 
Manager’s Library and other 
resources
http://www.mapnp.org
National Archives To search Code of Federal http://www.access.gpo.
and Records 
Administration
Regulations, Federal Register, 
and Public Laws
gov/ su_docs/index.html
National 
Association of 
College and 
University 
Business Officers
Provides information geared 
to colleges and universities, in­
cluding accounting tutorials on 
specific situations encountered 
in higher education accounting
http://www.nacubo.org
The National 
Center for Non­
profit Boards
Resources to help strengthen 
not-for-profit organization 
boards o f directors
http://www.ncnb.org
The National 
Center for Chari­
table Statistics
Provides statistics on revenue 
and expenses o f not-for-profit 
organizations
http://nccs.urban.org
National Charities
Information
Bureau
Promotes giving and helps con­
tributors obtain accurate infor­
mation about charitable 
organizations
http://www.give.org
The Nonprofit 
Genie
Advice, links to other sites, pub­
lications, and other information 
on not-for-profit organization 
management
http://www.genie.org
The Nonprofit 
Resource Center
Information and links to other 
sites covering financial manage­
ment, governance, legal, and 
other matters
http://www.not-for-profit.org
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Name o f  Site Content Internet Address
The Nonprofit Provides information to help http://www.nonprofitrisk.
Risk Management 
Center
not-for-profit organizations 
control their risks
org
The Nonprofit 
Times Online
Articles from the N o n p r o f i t  
T im e s  newspaper and links to 
other sites
http://www.nptimes.com
CompassPoint 
Nonprofit Services
Workshops, consulting, publi­
cations, and other information 
and resources o f interest to 
managers o f not-for-profit 
organizations
http://www.supportcenter.
org
Tax Analysts 
Online
Provides information on 
current tax developments
http://www.tax.org
U.S. Department 
of Education
Information on programs, 
resources, and other matters
http://www.ed.gov
U.S. Tax Code A complete text of the U.S. http://www.fourmilab.ch/
Online Tax Code ustax/ustax.html
U.S. Office of 
Management 
and Budget
OMB information and literature http://www.whitehouse.
gov/OMB/
Vision Project Information on the profession’s 
Vision Project
http://www.cpavision.org
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